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WILL AGRICULTURAL PRICES FALL? 


I. INTRODUCTION 


In Professor Moulton’s very interesting analysis of the run of 
forces in the advance of prices during and since the war and of the 
probable operation of these forces in the future,’ it is strikingly 
evident that he sets the prices of farm products in a class by them- 
selves, outside the sway of the cost-of-production forces to which 
he ascribes so potent an influence in the determination of prices of 
the manufacturer’s and merchant’s wares. As a footnote to the 
argument that, “‘speaking generally, business men resisted a reduc- 
tion of prices in the face of high and rising costs,” he points out the 
strengthening of this tendency toward price maintenance which has 
come about from the development of cost-accounting methods. 
In this note is interjected the brief observation: ‘In agriculture, 
demand and supply fix the price of produced goods,” to which it is 
added, ‘“‘but increasingly in manufacturing lines computations of 
probable cost not only fix price quotations but govern as well the 
volume that will be produced.’ 

* See ‘‘ War Finance and the Price Level,” Journal of Political Economy, October, 
1919, and “Will Prices Fall?” ibid., November, 1919. 

* The interposition of the word “produced” in the former of these sentences is 


felicitous, and yet it may be asked whether it constitutes an adequate qualification 
of the bald proposition which evidently lurked at the back of the writer’s mind. It is 
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It is evident, as Professor Moulton implies, that if the farmer 
elects in peace time as he did in war time to carry on production 
in accordance with some scale of effort not restricted by a canny 
scrutiny of production costs, the equation of such supplies against 
current demands might quite possibly bring about a lowering of the 
prices of agricultural products. It is conceivable that such a situa- 
tion might be brought about as a result of appeals to the farmer’s 
high sense of social obligation or, as was hinted in Moulton’s foot- 
note, through mere economic stupidity. 

It is conceivable also that some other set of influences might 
cause agricultural goods to be put upon our market from outside 
sources of supply at a range of prices below the estimated costs of 
those of our farmers who might, in accordance with the best obtain- 
able information as to current production costs, be holding out for 
present or even advancing prices. Such a break in farm prices, 
from whichever of the possible causes it might be brought about, 
might well prove to be the decisive factor in effecting a reversal 


felt, apparently, that there is an antithesis between the determination of the flow 
of goods upon the market from a manufacturing plant in accordance with the dictates 
of cost-accounting data and, on the other hand, the price-making process involved 
in the disposal of goods whose volume physically and actually in the market and not 
merely potentially within reach of it (e.g., after some process of manufacture has been 
undertaken and carried through) characterizes the farm-products markets. I have 
already endeavored elsewhere (see “Normal Price as a Market Concept,” Quarterly 
Journal of Economics, August, 1919) to set forth the nature of such divergence as 
does exist between these two market situations, but in that case was endeavoring 
to elaborate that part of the matter alluded to in Professor Moulton’s incidental 
remark, viz., the way in which price balances are brought about during these intervals 
within which conditions of supply are not subject to alteration owing to the dependence 
of the operation of the farm plant upon the influences of the weather. A brief para- 
graph, however, was devoted to the present issue touching the possibilities of control 
over the volume of output through alterations ir. the scale of productive operations. 
This comment was as follows: 

“The production of farm crops is subject to expansion or contraction of acreage, 
the enthusiastic propagation of plants and animals or the disheartened slaughter of 
live stock and uprooting of orchards. Likewise, the farmer may neglect his crop in 
midseason and even ‘let the weeds take it,’ or he may give it extra cultivation, ferti- 
lizer, or irrigation; animals may be ‘forced’ for maximum growth or turned out to fend 
for themselves—all this in response to the inducements or discouragements which 
the farmer sees in the trend of market prices. These facts give us what basis there 
is for the application of current theories of normal price to the farmer’s business 
situation.” 








aw 








i 


f 




















. 


SS eee 











WILL AGRICULTURAL PRICES FALL? Ig! 


of the ‘‘vicious spiral’’ of increasing costs from which we are now 


seeking some avenue of escape. 

In view of the significance of farm prices in the United States 
in their influence upon the effective demand of one-half of our popu- 
lation as well as upon the cost of producing labor and of supplying 
raw materials for a considerable part of the other half of the people, 
it seems worth while to scrutinize carefully this agricultural phase 
of the price outlook. 


Il. IS THE FARMER CONCERNED ABOUT PRICE 
MAINTENANCE ? 


Like many another economist who was reared on a farm, Pro- 
fessor Moulton is acquainted only with the old-time farmer by 
whom the ills that followed in the train of overproduction were 
accepted with much the heavenly grace or peevish resignation 
with which the old-time mother accepted the hard lot entailed by 
a too large family. But it is a mistake to suppose that today the 
American farmer still functions in his capacity as a creator of 
crops with the instinctive and unregarding ardor of the dumb 
beasts or the unsophisticated sons of the human race, blind to the 
consequences of a too ample fruitage. There has been widespread 
failure on the part of the public to keep abreast of the propagandist 
movement by which the modern business farmer has been posted 
concerning the applicability and benefit of those prudential checks, 
the exercise of which is calculated to enable him to keep his income 
and his desired standard of living marching in step. 

In fact, however, the printed and spoken words of these preach- 
ers of purposeful restraint are to be found on all hands. For some 
two years a certain farm journal of wide circulation has featured 
the slogan: ‘A good living and 1o per cent”’; for an even longer 
time another editor has periodically run profit-and-loss charts on 
several important lines of farm products and has constantly urged 
his readers not to produce more than can be sold at prices which 
will show a profit above cost of production; practically every other 
paper has fallen into line in a campaign for refraining from produc- 
tion where costs bid fair not to be returned in selling price, and a 
nation-wide movement has gradually gained volume among the 
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colleges of agriculture and state and national departments of agri- 
culture looking toward the ascertainment of costs of producing 
many different products in the various farming regions—this as a 
basis both for protecting the level of productive effort and of 
settling upon a holding price in dealings with consumers or trade 
buyers. I venture to assert that if the thought of the mass of 
American farmers could today be sublimated into a single brief 
expression it would be: ‘‘We must learn what it costs to produce 
our stuff and then organize associations powerful enough to see that 
we get this price.”’ 

The vicious spiral of price maintenance or advance under the 
spur of wage demands, high rents, expensive materials, etc., which 
Professor Moulton traces in the case of the manufacturer and 
merchant, exercises a quite similar influence over the operating plans 
of many an American farmer just now as we stand at the close of 
one year’s business and near the moment of deciding what machin- 
ery shall be bought, what help hired, what animals bred, what 
fields planted for the season of 1920. A half-dozen agricultural 
papers will substantiate this view. 


The high living cost question will not be settled until the American farmer 
is guaranteed full cost of production and 10 per cent profit. When that is per- 
manently guaranteed the farmers will get together and arrange for fair distri- 
bution. Increased prices for farmers and decreased cost for consumers have 
got to go together. .... It is fundamental that the producer of any com- 
modity shall receive costs and a fair profit. No human being while in his 
right mind can dispute that [The Rural New-Yorker, May 31, and August 16, 
1910]. 


“We have long realized that we have been underpaid,” said President 
Brooks [of the Southern Illinois Milk Producers’ Association]. “It is time 
for farmers to stand up for themselves and get somewhere near what our 
product is worth. We do not expect to-get this price in September, but we 
do want to work up gradually to the use of the Pearson [cost of production] 
formula in governing our prices” [Orange Judd Farmer, September 6, 1919]. 


To produce sufficient food is the primal duty of those engaged in agricul- 
ture, and to the limit of their physical and financial ability this duty should be 
performed. For this there must be an equivaient in value. Farmers dis- 
charging this duty to organized society have a right to demand such returns 
as will fairly compensate them for their capital invested, their technical skill, 
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their managerial ability and their manual labor... .. Reliable cost of pro- 
duction studies and records are in existence, proving inadequate returns to 
agriculture. This information should be widely circulated so that the public 
may know the truth. Further studies of cost of production together with 
comprehensive studies of marketing including prices actually received by 
farmers are also needed [statement of the farm representatives to the Presi- 
dent’s Industrial Conference, October, 1919]. 


Southern farmers are setting an example for those of other sections of the 
country in the business-like way they are handling the cotton-marketing 
situation. Last winter they decided that it was folly to produce more cotton 
than the market would take at a fair price. After a study of the probable 
world demand, they decided on the proper acreage to meet that demand, and 
were able to keep planting down nearly to that figure. This year, after careful 
study of the cost of production, the cotton growers decided that a price of 
36 to 40 cents a pound was necessary to give a small profit over cost of pro- 
duction. They are getting this price by the simple process of refusing to sell 
forany less. This is exactly the same method followed by every manufacturer. 
He makes his prices by adding his profit to his cost, and refuses to sell for less 
[The Prairie Farmer, October 18, 1919, p. 5]. 


We have forced prices below the cost of production, and empty feedlots 
all over the Corn Belt are the forerunners of empty stomachs next winter. 
The city papers are jubilant over the $8 drop in the price of hogs. But their 
joy will be short-lived if farmers refuse to breed sows at the reduced price. 
Beefsteak is a cent or two cheaper at some butcher shops. But does that 
compensate for empty feedlots all over Illinois? The government can fix low 
food prices by law, it can force down prices by agitation, but it cannot compel 
farmers to produce food at a loss. There is small comfort in low food prices 
when there is not enough food. The public hurts itself most of all when it 
buys food below cost. It is signing its own death warrant. Nothing will 
dry up the source of supply more quickly than unprofitable prices [zbid., p. 9]. 


All country folk of today know, either personally or by hearsay, 
of the bitter experiences which accompanied the period of low 
prices for agricultural products prior to 1897. The older genera- 
tion showed a dogged resignation to the réle of feeding and clothing 
other men at a personal loss. But the rising generation shows little 
relish for such alot. The better education and the higher standard 
of living, which has been characteristic of their formative years, 
have both fixed in their minds a determination to project such 
conditions into the future and have given them resources calculated 
tc make such a purpose come to pass. One not inconsiderable 
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effect of the last twenty years of relative prosperity in agriculture 
has been to keep in or to draw into the ranks of this calling men of 
ability and leadership and to build up a type of organization which 
must prove of great aid in combating whatever force may appear 
to threaten their continued welfare. 

We shall speak later of the scope and activities of these farmers’ 
organizations. But here at the outset it should be made clear 
that the psychology of the movement rests upon a deep determina- 
tion to maintain a good standard of living and upon a widespread 
interest in, and respect for, cost-of-production figures as the neces- 
sary means to that end. Just as the reaction from the old-time 
scorn of “‘book-larnin’’’ has been an avid desire to keep up with 
the latest facts and theories concerning soil fertility, animal nutri- 
tion, farm mechanics, and the like, so the early aversion to 
“figgerin’’’ passes somewhat swiftly into a worship of a cost-of- 
production formula or the enterprise accounts by which the individ- 
ual farm manager aims to keep his efforts and his outlays directed 
along the line of greatest financial return, and likewise those cost 
data of wider scope by which the exactions of the middleman are 
to be exposed, the fallacies of the consumer combated, and those 
agencies which would influence prices to the farmer’s disadvantage 
put to rout. The farmer is, in my experience, a dyed-in-the-wool 
cost theorist in his ideas of value, a stickler for “just” price and 
“fair’’ value so interpreted, and a firm believer that “supply and 
demand” is a device of the devil—either a lie or a crime and per- 
haps both. This attitude, together with a fairly comprehensive 
supply of cost figures, formulas, and price ratios (which appear 
never to err in the direction of understatement), and a considerable 
accounting paraphernalia for securing large current supplies of 
similar ammunition, gives the setting in which we find those forces 
which the farmer has organized for combating any attempt to dis- 
lodge him from his present price position. 

III. THE ADVANCE IN COST FACTORS IN THE PRODUCTION OF 

FARM PRODUCTS 

Ii it be asked whether the present advance in the prices of farm 
products can be explained and efforts to maintain these prices 
justified on the basis of a similar advance in the cost elements 
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entering into their production, an affirmative answer is certain 
to be forthcoming. The influences which have advanced the cost 
of iron and steel products, lumber, gasoline, lubricating oils, 
chemicals, glass, rope, textiles, etc., have increased the farmer’s 
cost of buildings, equipment, and supplies quite as drastically as 
those of the manufacturing or commercial concern. The prices of 
machinery will naturally be thought of as being of greatest sig- 
nificance in this connection, and the cost of farm machinery has 
advanced like that of all other machine equipment, probably over 
100 per cent on the average. Binder twine and rope, fertilizers, 
harness, insecticides, salt, gasoline, fuel and lubricating oils, and 
building and fencing naturally are all important cost items. A 
short list of important articles of farm use will illusrate this fact. 





























1918 Price Per Cent 1918 Price Per Cent 
of of 

1917 | 1914 | 1909 1917 | 1914 | 1909 
ba, TELS 123 | 199 | 206 || Sacks, grain......... 153 | 282 | 307 
SOT EEE TCE 124 | 170 | 178 || Salt (for stock)....... 126 | 167 | 183 
| ee cae: ae) 2 ef ree 117 | 149 | 157 
MUI esis crc eeccd 133 | 166 | 187 || Shovels............. 130 | 192 | 203 
ee 136 | 226 | 234 || Tim pails............ 146 | 222 | 240 
Lumber, 1-inch....... 123 | 167 | 159 || Twine, binder........ 127 | 250 | 272 
pT PRO ere 127 | 172 | 181 || Wagons, double...... 129 | 171 | 189 
Paint, mixed......... 127 | 204 | 219 || Wire fence........... 124 | 192 | 196 
Paris green.......... 122 | 223 | 231 
reser 128 | 190 | 200 PTOUBEB 5.0.0.6 6.00:0:s 128 | 189 | 205 

















The above-mentioned figures are taken from a list of eighty-five 
items prepared by the Bureau of Statistics of the United States 
Department of Agriculture." The average of this whole list shows 
an advance of 32 per cent over 1917, 97 per cent over 1914, and 
108 per cent over prices in 1909,” but these figures are not so suitable 


*See Monthly Crop Reporter (March, 1919), p. 36. The data for 1919 are not 
yet available, but Mr. Nat C. Murray, assistant chief of the Bureau of Crop Estimates, 
has kindly furnished the writer with a tabulation of fifty quotations copied from the 
random returns received up to the middle of January which “will probably approxi- 
mate fairly the percentage increase that will be shown from a full tabulation.” This 
sample of the price figures for 1919 shows an advance over 1918 of 17 per cent, which 
would make the costs in rgrg a little over 221 per cent of those of 1914. 


?Tbid., p. 33. It is interesting in this connection to note the following comment 
on the correspondence between advances in the prices of farm products and of the 
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for our present purpose in view of the fact that over one-third of 
the items relate to articles of domestic consumption. 

The other principal item of cost in the production of farm 
products is wages, and here we find a similar advance in the farmer’s 
cost of operation. The traditional hired man’s wages of $25 to 
$35 per month have given way to rates of $50, $60, and even $75. 
Day wages have rapidly mounted from the $1.25 to $3.00 level 
to $5.00, $6.00, and sometimes $8.00 in cases of special shortage 
or special classes of labor. Piece rates on corn husking have 
risen from the old 3 or 4 cents per bushel to 7 and 8 cents in Corn 
Belt states where employing farmers have used concerted action 
to prevent bidding against each other. Elsewhere rates of 10 cents 
per bushel have not been unknown. New York apple pickers got 
from 12} to 15 cents per barrel before the war and 25 cents or 
occasionally more per barrel during the past year, whereas cherry 
picking, which used to command a piece rate of 1 cent per pound, 
rose to 3 and 4 cents in 1919. Cotton picking advanced from the 
long-established standard of 50 cents to $1 per hundred pounds 
to $2.00, $2.50, and in some cases $3.00 per hundred in 1919. 
Comprehensive studies of farm wages made by the United States 
Department of Agriculture indicate that, taking 1910 as a base year, 
monthly wages with board had risen to 109.6 per cent by 1914, 
150.3 per cent in 1917, 181.7 per cent in 1918, and 207.3 per cent 
in 1919, taking the United States as a whole. In the seven North 
Central states west of the Mississippi River the advance was not 
quite so great on monthly wages, being 178 per cent and 200.4 per 


farmer’s cost goods: *‘ Prices of articles which farmers sell were only about 14 per cent 
higher in 1918 than in 1917, but about 97 per cent higher than in 1914. That is, 
since 1914 the prices of articles which farmers buy and prices of articles which farmers 
sell increased in about the same proportion. Farmers’ products were the first to 
advance but other products during the past year have overtaken the advance of farm 
products. Thus from 1914 to 1917 the advance of farm products was about 74 per 
cent as compared with an advance of about 49 per cent for articles which farmers buy, 
but in the past year the increase of farm products was as stated only about 14 per 
cent compared with an advance of 32 per cent for other articles” (loc. cit.). 


«A farmer of wide acquaintance in southwestern Iowa says that farm labor in 
that section is demanding from $75 to $100 per month with board and the use of an 
automobile. 
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cent in 1918 and 1919 respectively. However, in the matter of day 
wages in harvest this section showed a more drastic advance, 
namely, 136.6 in 1917, 179.3 in 1918, and 227.6 in 1919, as against 
139.6, 176.9, and 210.4 per cent for the United States as a whole 
in the last three years." 

Finally, a third aspect of the matter should be mentioned, if 
it can be done without seeming to commit the unpardonable sin 
of presenting rent in the light of a production cost. This third 
factor consists in the marked advance in the prices of land and in 
the level of rents which has taken place to some degree all over the 
country and quite drastically in the best agricultural regions. 
The steady advance in farm land prices, which has been going for- 
ward in most parts of the United States for some years, quickened 
to a brisker pace after war conditions began to improve the market 
for farm products. This in turn broke into a veritable storm of 
speculation during the summer of 1919, the effects being especially 
marked in the Corn Belt. In Iowa advances of $75 to $125 per 
acre have been characteristic and top figures of $300 to $500 per 
acre have been by no means uncommon, while figures as high as 
$700 and $800 have been reported in several instances. Even on 
March 1, 1919, before the real boom began, the Bureau of Crop 
Estimates of the United States Department of Agriculture found 
the average value of all plow lands for the United States to 
have advanced 27 per cent since 1916. Cash rents in this 
state have advanced from $5 and $8 to $12, $15, $20, and 
in some cases $30 per acre, and share rents have in some cases 
been revised so as to give the owner a larger return than would 
be received from the mere rise in the market value of his share 
of the farm produce. 

In presenting these facts there is no intention of making the tail 
wag the dog or of arguing that land prices and rents make com- 
modity prices. However, I think it ‘cannot be controverted that 
under the circumstances indicated there will be exerted the strongest 
pressure possible on the part of farmers to hold the selling prices 
of their products up to a level which will enable them to pay the 
rents contracted for without trenching unduly upon the fund 


* Figures taken from Monthly Crop Reporter (December, 1919), p. 135. 
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which must be secured out of gross income if operating and living 
expenses are to be met and the standard of living maintained. Like- 
wise, the nominal owner who has incurred a heavy mortgage obli- 
gation will be no less zealous in the cause of maintaining prices which 
have already been capitalized in the purchase price to which he has 
committed his savings and in effect contracted his labor for many 
years to come. The investing landlord may not be in quite such 
dire need of maintaining the price level, since he may be able to 
shift part of his losses on the tenant and may have a wider leeway 
for bearing the remainder. But often the party who can bear 
such a burden with least suffering is the hardest one to reconcile 
to such a disappointment and the one who is in the strongest posi- 
tion to ward off the blow. 

At all events a community of interest has developed between 
all classes of farm capitalists and laborers, and likewise of those who 
look to them as the purchasers of their wares; all these feel dis- 
tinctly that any recession in the prices of farm products could not 
take place without harming them and must be resisted by every 
means possible. Let us turn, therefore, from their theory of what 
must be to the conditions by which they are confronted. 


IV. THE ABILITY OF THE FARMER TO PROTECT HIS RETURNS 


No one who is a student of affairs to the extent even of being 
a newspaper reader can fail to be aware that a great movement for 
the organization of all branches of our agricultural industry has 
for some time been going forward. The movement has a history 
running back into the past generation but, both extensively and 
intensively, its development has been greatly accelerated by the 
events of the last few years. The psychology of the matter has 
been touched briefly at the close of Section II. Roughly, it may 
be summed up by saying that as far as the farmer had been pro- 
ducing his goods at prices which did not yield the means for a 
reasonably satisfying life he is sick of it; and that in so far as his 
productive efforts have of late been comfortably rewarded, he finds 
it distinctly enjoyable. Hence, he proposes to use the methods 
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pursued by other economic groups in order to avoid the former 
and to safeguard the latter situation. 

The posture of affairs today as they concern the possible enforce- 
ment of the farm producer’s views upon the buying public finds 
no parallel in our past history. Business organization has quite 
largely relocated the agriculturist in our scheme of things since 
the down-price period of the latter nineteenth century. Then 
farmers were weak as a class because of the poor strategic position 
of agriculture at a time when an empire of highly fertile land and a 
horde of hardy, speculative, and energetic settlers flooded the 
markets of the world with grain and meat and textiles. Likewise, 
farmers were weak individually because they stood single-handed 
against the great economic forces with which they had to deal— 
transport, trade, finance, and the manufacturing consumer of their 
raw materials. To be sure, beginnings were made toward the 
organization of farmers during the period between the close of the 
Civil War and the end of the century. Most of these, however, 
were overblown ventures which aimed at changing the fundamental 
nature of the farmer’s universe rather than intensive business 
associations for the more effective management of the countryman’s 
economic relations to those with whom he must transact his busi- 
ness. The Grange is practically the sole survivor of these experi- 
mental organizations of the past generation of farmers, and bids fair 
to continue in permanent and solid usefulness because of its social 
and educational character. But since approximately the begin- 
ning of the new century, effective business organizations have been 
making solid growth in all the chief lines of agriculture. Live-stock 
raisers, horticulturists, and the growers of various field crops have 
associated themselves together along regional, breed, or other 
lines. Producers’ associations of wide variety and great strength 
today possess extensive resources for the fostering of their respective 
lines of production, and this includes distinctly the effort to secure 
wide markets and profitable prices. 

More peculiarly concerned with price matters, however, are 
the great mass of growers’ marketing organizations which have 
become so well established during the last fifteen or twenty years. 
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Built up from the groundwork of local shipping associations into 
district and sometimes regional and (at least nominally) national 
central exchange organizations, these bodies wield a very con- 
siderable influence in the enforcing of such price policies as they 
conceive to be essential to the welfare of their members. Mobiliza- 
tion has gone iorward quietly but effectively, the passage of 
co-operative organization and collective bargaining laws has 
improved their offensive resources in several states, and a consider- 
able number of victories have already been won in the field, as 
witness the Dairymen’s League in New York and Milk Producers’ 
Associations in Ohio, Illinois, and elsewhere. 

The farmers’ elevator movement has given rise to some twelve 
Farmers’ Grain Dealers’ Associations, and certain straws indicate 
that the wind blows just now in the direction of a more aggressive 
type of centralized action after the general pattern of the United 
Grain Growers of Canada. Last year a large amount of the wool 
clip was handled at a few central market points by joint arrange- 
ment of state wool marketing associations. On December 4, 19109, 
a National Federation of Live-Stock Shippers was organized. 
Primarily these bodies exist for the betterment of marketing 
methods, and the extent to which they will become price-influencing 
agencies remains to be seen. However, it is evident that they 
have, even at the minimum count, a considerable potential power 
to bring pressure to bear upon the price policies of public officials 
and the outlook of large buyers in the great markets, and, within 
limits, the attitude of their own members as to the releasing of 
goods at given levels of price. The analogy between such federa- 
tions of growers and the nationally organized trade-unions and their 
federation is sufficiently apparent. Ii, as seems incontrovertible, 
the insistence on the part of organized labor that wages be main- 
tained has been a significant factor in upholding the price level 
for labor since the conclusion of the war, it seems evident that the 
degree of solidarity already attained by organizations of farm 
producers would have an appreciable influence in preventing the 
decline of farm prices. Of the limitations upon that power some- 
thing will be said in the next section. 
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But before leaving the question of farmers’ organizations as a 
bull influence on prices, we should note a third type of organization— 
what might be called overhead or policy organizations. As indi- 
cated a moment ago, the older types of farmers’ organizations were 
more or less political in their cast. In the last few years there has 
been a recrudescence of this tendency, though doubtless in a milder, 
saner, and more constructive form. However, there has been a 
very distinct feeling that there should be some central and official 
means of making the farmer’s voice heard on matters touching 
politico-economic arrangements which determine the character of 
his business opportunity and social welfare. Farmers’ lobbies have 
long been a feature of legislative sessions in the principal rural states, 
but the new movement aims to supersede local, partisan, and selfish 
unofficial groups of this sort by a single official delegation raised 
above the narrowness of class interests and free from the taint of 
partisan connection. Thus, for example, there has been talk of a 
national temple of agriculture to be established at Washington, to 
be equipped with an economic research department capable of 
getting the facts upon which sound policies could be built, and made 
the headquarters for all the different organizations which aim to 
represent the farmer and support his cause. 

This movement has gone as far as to establish a National Board 
of Farm Organizations in Washington with a permanent secretariat 
and a settled (though rented) abode. 

More truly national and more convincingly and comprehensively 
representative in character is the new National Federation of Farm 
Bureaus, which was organized on November 12, 1919. This body, 
built as it is on the foundation of state federations, made up in turn 
of county organizations, aspires to represent the agricultural industry 
of the whole United States in a comprehensive and constructive 
manner. Evidence is abundant that they conceive their mission 
perhaps above all else just now to be the doing of anything which 
can properly be done to prevent the prices of farm products from 
being lowered below calculated costs of production. As to what 
this is likely to mean concretely, it may be pointed out that while 
yet in the formative stage this body, through the representatives of 
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five of its component state federations, spoke vigorously and warn- 
ingly to the president and various other officials of the government 
concerning the drive on farm prices which featured the attempt of 
last August to lower the cost of living. They assert that that move- 
ment was responsible for the lowering of farm prices drastically and 
of consumers’ prices scarcely at all, and take credit to the organiza- 
tion for having led the attorney general to call off the dogs of war. 
Later developments cast some doubt on the permanence of that 
achievement, but a new drive on farm prices may quite certainly be 
expected to call forth a much more decisive test of strength on the 
part of the now more completely organized national federation. It 
is worthy of note that this organization is looking forward to having 
a million members, which would mean annual funds of upward of half 
a million dollars." It has been proposed that a substantial sum from 
this war chest be used to support some suitable agency for research 
into questions of agricultural production and distribution in this 
country and abroad, world-demand, costs of production, tariff and 
trade policies, and like matters. Should it decide to rest its policies 
firmly upon such a rational foundation it would bid fair to exert 
its great strength with telling and, on the whole, beneficial effect, 
because keeping itself in line with underlying economic forces. 
Otherwise it will be in danger of committing all the economic sins 
and blunders that have marred the history of organized labor in 
America. But whether with sweetness and the light of reason 
or in blindness and with sheer brute strength, the organized bodies? 

The state federation in Iowa now has about 110,000 members and some $300,000 
in a special fund outside regular membership dues. 

2 Some notion of the general outlook of the Farm Bureau Federation may be secured 
from an examination of the poster which they have used quite widely in the carrying on 
of their membership campaign in the state of Iowa. It reads as follows: 

FARMERS! 


Have a right to the cost of production. Only about twice in the past 
forty years has the price of farm products brought the cost of production. 
Take away from the farmers of the middle west the money made in the 
rise of farm lands and they have worked for nothing. 

The long hours of labor; the work of women and children; the work 
without wages or return on capital invested have made it possible for 
farmers to pay for their farms. 


ORGANIZATION 


on the part of farmers is their only salvation from peasantry or slavery. 
Many think the farm is only a fit place to raise cheap food. We believe 
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of farmers, we may be quite certain, will try to keep farm prices 
from dropping while wages, equipment costs, rents, and domestic 
expenditures remain high. 


V. WILL ADVENTITIOUS FACTORS UPSET THE FARMERS’ EFFORT 
TO MAINTAIN PRICES ? 


Up to the present point we have been looking only at one side 
of a question which, however, is as distinctly two-sided as any 
inquiry could possibly be. Even granting that production costs 
have advanced, that the farmer is fully aware of this fact, feels 
strongly that these advances must be underwritten in the price 
schedule of farm products, and has organized aggressive and well- 
built agencies for the accomplishment of that purpose, it is yet 
perfectly evident that the most laudable intention and the most 
titanic effort in this direction will meet with defeat if the funda- 
mental forces operating on either supply or demand sides of the 
price equation should depart widely from their present adjustment. 

European demand.—The first of these conditions was admirably 
illustrated late in the summer of 1919, when the conjunction of an 
official price drive in this country and a-bad foreign exchange 
situation and post-war poverty abroad caused effective demands 
to slip away from under the pork-products market and allow hog 
and corn prices to suffer an unparalleled collapse. It is perfectly 
evident that if European governments pursue a fiscal policy with 
reference to exchange and international credits and a tariff policy 
with reference to agricultural products designed to foster domestic 
agriculture and to discourage importation, the foreign market 
for our farm products will so contract as to cause any probable 
volume of supply to equate against the remaining demand upon a 


the farmer has the same right to returns on the capital invested as has a 
bank or factory. We believe the farmer has the same right to a decent 
wage for his labor as the same service would bring in the factory. This 
Organization 
NEEDS YOU 

The Iowa Farm Bureau Federation and the County Farm Bureau need 
your support. The week beginning October 13 you will be asked to 
help with this great business. You will be given an opportunity for the 
first time to join hands with all the farmers of Iowa and other states in 
perfecting an organization so strong that they will receive justice. 
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lower level of prices, even in the face of unreduced costs of pro- 
duction. 

The continuance of restriction on imports of food, notably in 
Great Britain and Italy, has been a clear indication of such an 
intention on the part of European statesmen. Even though 
relaxed from time to time to prevent actual suffering, the under- 
lying determination is evident and its soundness can hardly be 
gainsaid. The error in judgment which caused the ill-starred 
price boom of last spring and summer in America was due to a 
confusion between the wants or even needs of Europe’s population 
and the effective buying power which could be mobilized for their 
satisfaction. The “wall of lard around Germany” and likewise 
much ham and bacon in France and other supplies in store abroad 
or at American export points moved but slowly, and considerable 
supplies actually spoiled while a Simple-Simon-and-the-Pieman 
dialogue went fruitlessly forward. Everyone is aware of how 
imperfectly that impasse has been resolved in succeeding months, 
in spite of temporary improvement in the export business in certain 
food products. The packers, the United States Grain Corporation, 
and the ambitious and expressly created American Export Financing 
Corporation have done something. But as for an effective export 
demand commensurate with the task of “feeding Europe for five 
years” (some bulls say ten) it simply has not materialized, nor is 
it probable that it will. 

Indeed it has always been my contention that the end of the 
war period would inevitably turn the attention and energies of 
Europe first of all toward supplying her primary needs of food 
and clothing as fully as her agricultural resources would permit.’ 
This prognostication is borne out by the testimony of those who 
have followed closely the agricultural rehabilitation in the warring 
countries. Such witnesses have been invariably surprised at the 
rapidity with which the land has been restored to effective use. 
It seems clear now that even in the devastated districts the amount 
of land which it will be impossible to cultivate again is compara- 
tively small and the evidence is convincing that the productive 


* See North American Review (February, 1916), p. 254; Wallace’s Farmer, June 20, 
I9IQ. 
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capacity of France and Belgium in 1920 will be practically up to the 
pre-war basis, whereas England and the European neutrals show 
a somewhat enlarged agriculture as a result of the stimulating 
effect of the war. We must not overestimate the importance of the 
four million acres of English land brought under the plow during 
the war period, but at the same time it is worth while to remember 
that a very strong wave of public opinion in Great Britain has set 
in the direction of agricultural self-sufficiency as a result of the 
dangers revealed to her by the submarine campaign.’ With still 
greater handicaps placed upon the revival of industry and trade of 
the Central European countries they must put forth even greater 
efforts to feed and clothe themseives from internal sources. Their 
2-cent marks and 1-cent kroner cannot possibly be looked upon as 
a means of keeping up a high level of prices for American farm 
products through the demands of exporters.? 

Home demand.—Quite as evidently the coming of a widespread 
industrial depression in this country as a distressing accompaniment 
to our blundering reconstruction efforts would entail unemploy- 
ment and decreased purchasing power to an extent which would 
force the farmer to sell his crops at low prices even though the costs 
incurred in producing them had been high. Evidences are abun- 
dant and increasing that the consumer’s ability to pay high prices 
is beginning to wane with the cessation of overtime work, the 


* As it becomes apparent that this is not economically possible within the con- 
stricted limits of the British Isles, this self-sufficiency propaganda naturally turns 
aside to the more feasible program of self-supply within the bounds of the empire. 
Of this more will be said shortly. 


2 Indeed, in the case of butter, the failure of European buying power to revive as 
rapidly as her productive capacity has caused exports of some 300,000 pounds of 
Danish butter to this country, forcing down prices here by several cents and threaten- 
ing still further declines. Production in Holland and Denmark has been restored 
practically to the pre-war basis, but owing to higher prices the home population con- 
tinues to use margarine and the English market does not reopen as was expected. “In 
addition to Danish butter, it was reported that liberal offerings were made of Argentine 
butter of fair to good quality and Holland butter of good quality at prices ranging 
from 593 to 61 cents, respectively. The subnormal consumptive demand coincident 
with high prices and the general unsettled conditions existing tended to place the 
market in a position particularly susceptible to outside influence. Continued receipts 
of foreign butter could very readily force storage butter prices to a point which would 
entail ‘oss to the holder’ (The Market Reporter [January 17, 1920], p. 40). 
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frequency of strikes, the exhaustion of his Liberty Bond holdings, 
and the crystallization of sentiment around the slogan, “I won’t 
pay it.” Price drives, even if not always to be taken at par, yet 
operate to stiffen the general public’s unwillingness to meet what 
seem to them unreasonable exactions and weaken the dealer’s 
resolution to hold out for as much as or more than he has been 
getting during recent months.’ The newspapers inform us that 
retail clothiers have taken a stand and propose to insist that the 
clothing manufacturers must absorb any further increases in 
costs. Sooner or later such a reversal of the stream of price- 
making forces is bound to set in and quite possibly start a cumula- 
tive bear psychology which will overemphasize depressing influ- 
ences, much as the boom factors have been somewhat overplayed 
during the “‘seller’s market” period through which we have been 
passing. If, as the present (early February) extreme demoraliza- 
tion of foreign exchange threatens, there is a backing up in domestic 
markets of manufactured supplies destined for export, the conse- 
quent flooding of home demand would cause the prices of such 
non-agricultural products, far from merely sharing at some later 
day in the price declines which impend for farm products, actually 
to induce and augment that downward movement. 

The outlook for domestic supply —Both of the foregoing hazards 
of lowered demand are real possibilities upon which the farm- 
products market must keep a weather eye. Equally significant, 
however, and more pleasant in its potentialities is the chance of an 
altered equilibrium of supply and demand as the result of a favor- 
able growing season over wide agricultural areas. The bumper 
crop year has more than once played a beneficent réle in our history 
and the vouchsafing of such a dispensation in 1920 would go far 
toward making it possible to round a difficult corner and start the 
cost of living and of raw materials downward without harm? to 


* Thus far, the farmer asserts, such price reductions as have been made to the 
consumer have all been passed on to the grower, leaving dealers and manufacturers 
unscathed, or, in the case of live-stock and meat prices, packers’ and merchants’ 
costs have been reduced without any corresponding reduction to consumers. 

2 Not strictly without any possibility of lessened return to the farmer since it is a 
well-known fact that the largest crops do not bring the largest total price, whereas 
the cost of handling a bumper crop is of course increased. 
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the producer and to the great benefit of industrial interests. A 
succession of favorable years would of course be needed to give the 
good work its full consummation. It might be added that both 
our present position in the (none too clearly defined) weather cycle 
and certain factors in fall and winter weather conditions give a color 
of optimism to the outlook. 

Another possibility in the way of augmented supplies might in 
this day of scientific progress appear attainable as a result of 
improvements in the technique of production or market handling, 
which would cause a given outlay of cost goods to yield a larger 
effective supply. There has been much talk of lessons in efficiency 
learned during the war, but in the main it is doubtless true that 
the increase of output from a reduced labor force was to be attrib- 
uted to the speeding up of the workers under the stimulus of 
patriotism. Doubtless we cannot expect this to continue, whereas 
on the other hand the impairment of fertility (as a result of forced 
production at a time when commercial fertilizers were scarce and 
high and labor shortage not conducive to the full conservation of 
farm manures) and also the deterioration of much general farm 
equipment would tend to make yields proportionately smaller. 

Possibly these two factors, impairment of plant and improve- 
ment of personnel, would about cancel out. Even so, we should 
still have the general issue as to the advancement of our technique 
of production. Does not our progress in the science of agriculture 
and the economics of agriculture tend to lower production costs 
or increase the volume of production from a given outlay? By 
itself it no doubt does, but it has to combat the enhancement of 
costs due to the depletion of fertility of good lands and the resort 
to poorer lands. The net resultant has not been a lowering of 
costs in the period since we first occupied the virgin resources 
of the Mississippi Valley. Now that we have skimmed the cream 
and come down to to the milk basis of permanent agricultural use; 
now that the uses of lime and phosphate have been so well estab- 
lished; now that alfalfa, sudan grass, and some other new crops 
have been introduced; now that so many farms are equipped with 
silos and gas engines; now that farmers are learning to follow 
business principles in the internal organization of their farming 
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and co-operation is showing its efficiency in the field of external 
organization; now that education is being widely spread by our 
system of long and short courses in agriculture and its use econo- 
mized by the division of labor in agriculture, it seems that we are 
entering an epoch in which improving technique will be a real 
factor in enlarging the ratio of output to outlay and hence of lower- 
ing prices. It may be hazarded as a guess, however, that just as 
this improving efficiency enabled the American farmer to raise his 
standard of living to a decent level during the period of rising 
farm prices preceding the war, so it will play the passive réle 
of protecting that standard of living against encroachment if for 
any reason prices of farm products decline markedly after the 
war, rather than being the active force in lowering them. 

Foreign competition in agricultural supply—The chief and 
certainly the quickest source of cheaper food and raw materials is 
to be looked for, as it has always been, in the exploitation of new 
lands and a cheap labor supply. It has always been a complacent 
myth among Americans that no regions very much worth while were 
available for such purposes now that our lands are becoming 
fairly well occupied. Such a notion is based partly upon a very 
inadequate appraisal of the soil and climate of the less familiar 
corners of the globe. More particularly, however, it has found 
its comfortable but insecure premise in the easy assumption that 
lands which did not produce beefsteak and wheat flour, butter, 
lard, bacon, or white sugar are outside the pale of white men’s 
consideration. Possibly, too, there has been in many cases an 
inclination to overestimate the stability of old population group- 
ings and to underestimate the probable developments in long- 
distance transportation. 

Against all this we must set the fact that there are in South 
Africa, South America, Siberia, Manchuria, and the interior of 
China enormous areas of land which, worked by the cheap labor 
that abounds there, under the direction of competently trained 
specialists from the older agricultural lands, promise to yield 
supplies of food and textile products which, transported by the 
efficient type of modern ocean vessels, will flood European and 
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American markets much as our agricultural surplus flooded the 
markets of Europe in the latter half of the nineteenth century. 

It is quite impossible at the present moment to gauge the 
precise character and dimensions of this force. But even in the 
absence of the much-to-be desired quantitative statement, it is 
perfectly possible to discover it as a factor of major importance. 
The actual case of Argentine corn, Manchurian beans, Chinese 
eggs, Siberian butter, and South African live-stock products 
have already caused the American farmer some concern. This 
says nothing of the meaning to our dairymen of the introduction 
of nut margarines here as well as in Europe. Likewise, Brazil has 
recently shown herself capable of giving our Corn Belt keen competi- 
tion in the matter of hogs and our cotton belt on the lower classes of 
cotton. A large colonization by German or other immigrants 
promises to give to them a labor and directive force capable of 
realizing the full measure of these potentialities. 


Argentina expects to be able to expand her agricultural and stock-raising 
output to triple the present volume within a few years by improvement of 
methods and increase of acreage. The new Armour Packing Plant at Sio 
Paulo, Brazil, offers a sure market for every pound of beef, mutton, and pork 
that the Brazilian farmers will produce in the nearby future. It not only 
offers the market, but by means of model farms, literature, importation of 
blooded stock to sell at cost, and a system of offering attractive prices for 
better-quality animals, will stimulate improvement of cattle-breeding. Brazil 
has become already a recognized source of supply for meat, butter, cheese, and 
other products that were never exported before the war. 

Clear across the South. American Continent, from Peru to the edge of 
Brazil, is a great cotton belt, where excellent cotton has been produced on a 
small scale for years. Peruvian and Brazilian cotton has been classed among 
the higher-grade staples in Liverpool. In Brazil there is a well-organized 
movement to grow cotton extensively in a belt that includes the coffee region of 
Sio Paulo and a region northward. In Northern Argentina and in Paraguay, 
“bonanza scale” production of cotton is to be begun by great corporations 
organized in Europe, with large capital, and the governments will attempt to 
stimulate small-scale production. 

Paraguay, lying south of the great new “cattle country” of Matto Grosso, 
Brazil, west of the “fine breeding region” of Sio Paulo, and northwest of the 
prolific grazing region of Rio Grande do Sull and Uruguay, and with Argentina 
and its great production at the south, is ambitious to raise cattle and build 
frigarificos. The Paraguayan government has under consideration a new tax 
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system, designed to build up a gold reserve for a better monetary system and 
at the same time to stimulate the utilization of her immense tracts of grazing 
land in the ‘“‘chaco.” The “cattle zone” will be designated and a tax on 
cattle will be imposed. In order to make it properly stimulative, the tax will 
be imposed at a certain minimum per league of land, whether the cattle are 
there or not. The Paraguayan peso has steadily increased in value within the 
past three years as a result of a steady increase in the production and export of 
Paraguayan products. A considerable packing industry has been built up 
under American auspices. Chile, Peru, and Bolivia are progressing in new ideas 
of increasing production. All South America has gained in the direction of 
permanent growth by the war." 


In just what direction or precisely how far these forces will 
carry us it is impossible to say. But these factors are clearly 
evident: (1) European and even American industrialism will seek 
access to the cheapest foods and raw materials. (2) Our financial 
and trade position will facilitate the movement of such goods to 
our shores as never before, and those which go to Europe will 
have a hardly less direct and potent influence on our agriculture. 
(3) A great merchant marine having been constructed it is likely that 
these goods will be carried at rates cheap enough to produce a 
large volume of traffic regardless of construction costs, and both 
rate wars and trade wars may tend to accentuate the competition 
of younger lands with our own. 


VI. CONCLUSION 


The foregoing analysis may quite possibly strike the reader 
as analogous to the problem propounded by the old metaphysics, 
‘*What will happen when an irresistible force meets an immovable 
body?” There is no doubt that the farmers are seeking to muster 
an irresistible force for the protection of their newly achieved 
higher level of returns. On the other hand, the immutable facts 
of economics impose an insuperable barrier to the maintenance of 
present prices (or their further advance) if effective demand be 
seriously impaired while supplies increase, remain stationary, or 
fail to be proportionately (or indeed perhaps more than propor- 
tionately) reduced. 


* The Americas, January, 1920, p. 18. 
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So far as the demand for American products in the world’s 
markets is concerned, the outlook is most certainly not bright if the 
facts presented in Section V are correct and the interpretation of 
them sound. The outlook for home demand is impaired, besides 
the waning of extraordinary war-time demand, by the probability 
of a less rapidly expanding urban population in the next epoch of 
American history and the keen competition that our manufacturers 
must meet in disposing of their goods in the markets of the world. 
In this connection we must not be confused by the analogy of the 
past nor mistake our relative situation in the stream of economic 
evolution. America today must yield to others her position of 
pre-eminence as a land of great exploitative opportunity. Even 
before the opening of the world-war we had our high-cost-of-living 
problem, the European emigrant had begun to look to South 
America, Africa, and other lands as often presenting more oppor- 
tunities than did the United States, and capital, even American 
capital, found many of its most alluring possibilities elsewhere. 
Some 60,000 American farmers went to Canada and, had Mexico 
not been revolution ridden, the stockmen of the Southwest would 
doubtless have invaded it in large numbers. 

The plain proposition is that, had not the extraordinary demands 
of a world-war supervened, we were due to see a strong and doubt- 
less successful effort made to lower the market prices of agricultural 
products by turning from the existing organization of supply to 
the tapping of cheaper sources wherever they could be found. 
Europe bore the burden of those costs only by speeding up and 
increasing the efficiency of her industrial organization. Germany 
and Great Britain bought American lard and ham and bacon only 
by turning out cutlery and dyestuffs and textiles with paramount 
skill and selling them with equal shrewdness and economy. But 
even so, the former was beginning to look to Brazil and the latter to 
China for a cheaper substitute for the American article, and-our 
exports of pork products showed a distinct falling off after 1906 
and prior to the war movement. With the severe blow dealt 
to European industrialism by five years’ destruction of man power 
and capital, there is evident on the Continent and even in Britain 
a recessity to cut down the use of meat and butter and eggs and 
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fruits to the limits of home supply eked out from the cheapest 
sources that the world can be made to yield. The recent decision 
of the allies to resume trading relations with Russia is symptomatic 
of a desire to assist any promising producer of cheap agricultural 
supplies to get into action to relieve the high-price and short-credit 
situation with which Europe is at present contending. If, as 
seems morally certain, considerable surpluses have accumulated in 
interior Russiat and Siberia, and if the de facto government will 
arrange to assume in any reasonable way the financial obligations 
of the old Russian government to her allies, it would seem possible 
to arrange to meet Europe’s needs from sources largely outside the 
United States and offering advantages of nearness, political affilia- 
tion, a greater capacity to absorb European manufactures or a 
cheap labor supply. If, further, as seems by no means impossible, 
even a soviet government in Russia should be able to get a more 
effective labor contribution from the peasants than they made under 
the old régime the European export demand for American goods 
would quite likely fall not merely to the pre-war level but con- 
siderably and for some time if not permanently below it. 

In view of what we know of the power of profit-hungry and 
politically backed concession hunters to bring the seemingly impos- 
sible to pass, it appears to the writer likely to be only a matter 
of a few years before the deep yearnings of British, German, Japa- 
nese, and lesser capitalistic groups shall have brought forth some 
politico-economic modus vivendi in European and Asiatic Russia 
which shall permit of the entrance of foreign traders and foreign 
capital and the inauguration of agricultural and mineral develop- 
ment on a scale unknown before. If so, the enormous undeveloped 
resources? of the country and the potential labor power of her 

* The Ukraine Mission in America continues to insist that there is an accumulated 
surplus of 20,000,000 bushels of wheat, 200,000 tons of sugar, a great quantity of 
hides, and other farm products in their country, and travelers in Siberia bring a unani- 
mous tale of immense stocks of grain, butter, and other products dammed up behind 
the congested terminal of Vladivostok. Even if these reports are somewhat exag- 
gerated, it is likely that there is some accumulated surplus and a tremendous latent 
productive capacity. 

2 At present it is estimated that only 5 per cent of the area of Russia is under 
cultivation, ranging from 20 per cent in the Caucasus to one-tenth of 1 per cent in 
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millions with more personal incentive and more active direction 
than existed under the old monarchism will bring Eurasia to a 
position of self-sufficiency in practically everything America has to 
offer. Cotton, the outstanding exception, is produced in the 
Caucasus, but more abundantly in India, South China, Brazil, 
and Egypt." 

It is the writer’s contention that the fuller application of the 
modern technique of scientific agriculture to the older lands and 
the exploitation of undeveloped farming resources yet available 
promises to bring about in the epoch ahead of us a relatively low 
price level for farm products comparable to that of the latter 
part of the nineteenth century. This statement has in view 
roughly the span of a generation, though it is to be expected that 
its general trend will become evident within a period of five years. 
Should the season be abundant and Russian reorganization prompt 


eastern Siberia (Goldstein, Russia: Her Economic Past and Future). There is a 
black-land belt extending from European Russia through the southern part of Siberia 
which is comparable in soil and climate to northern United States and southern 
Canada. Ifcolonization and transportation development should result in bringing only 
15 per cent of the whole country into use (over 25 per cent of the whole area of the 
United States was “improved land in farms” according of the census of 1910) this 
would add an area nearly four-fifths as great as the “land in farms” in the United 
States in 1910 and nearly 43 per cent greater than the “improved land in farms.” 
If we add to this the potential increase possible in the low-acre yields of Russian 
agriculture, the scope of this competition is evident. 


‘It is a notorious fact that the English cotton industry had for some years before 
the outbreak of the war been seeking (through its British Cotton Growing Association) 
to develop adequate sources of raw material entirely within the empire. India now 
produces about one-third as much as the United States, all of it short staple but of 
good color and textile strength. In Africa, Uganda, Nigeria, and the Sudan pro- 
duce some 80,000 bales, and these and other African sources (including the lands Eng- 
land took from Germany) show considerable promise of expansion. From Egypt come 
more than a million bales of long-staple cotton and the West Indies promise to pro- 
duce all the Sea Island cotton needed by the English mills. Brazilian production 
(with Peru) is not much over half a million bales, but it has come up very rapidly 
in the recent past and promises great expansion. The Yearbook of the U.S. Department 
of Agriculture shows Russia’s contribution in 1915 as not quite one and one-half 
million bales. Goldstein (of. cit.) puts it a trifle higher and asserts that with proper 
development ‘Russia ought to rank next to the United States as a cotton-growing 
country.” 
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it is my belief that prices of agricultural products will be forced 
distinctly lower during the present year. Indeed, it may be 
quite possible that present market weakness, instead of being 
a mere temporary disturbance, is in fact the premonitory ruffling 
that marks the advent of a long-to-be-continued change in our 
price current.’ 

Where then do the farmers organized to prevent a damaging 
downward revision of prices come in? Anyone who is in touch 
with actual events in the country knows that definite results of 
a sort have become evident. Traders at the stockyards recognize 
the dissatisfaction of farmers and farmers’ organizations with present 
prices as a potent factor in holding stock off the market. However, 
the limits of such a course are evident. Animals on feed must go 
to slaughter sooner or later, and there is a growing sentiment that, 
as farmers come to the end of their rope (and as more cars become 
available), the run of spring and summer supplies will cause 
prices to fail to show the strength that feeders ordinarily look 
forward to at that season. 

In so far as a policy of restriction of output has actually been 
put in practice it appears to have been less rather than more rapid 
and effective than the shrinkage in demand. It is a matter of 


* Certainly one can get little comfort in trade channels. Grain operators are 
rating the May future on corn about twenty-three cents lower than the cash market 
(February 5), where the experience of past years shows a rise of 13 per cent between 
the early part of February and the middle of May. The circumstances which will 
surround the grain trade at the time when the one anchor of a guaranteed price on 
wheat is let go bid fair to favor a bear raid which will spread to all parts of the list 
and effect a lower scale of prices from which recovery will be impossible. 

One of the great live-stock commission firms observes under date of January 29: 
“While receipts of cattle at the seven principal markets show a falling off this month 
as compared with January, 1919, of about 20 per cent, the market has not responded 
in the way of higher prices, as might have been expected. It is simply a case of less 
broad demand than that which prevailed a year ago. Throughout the month we have 
had many complaints from customers of inability to get cars and had those parties 
been able to ship their cattle we doubt very much if January’s run would have fallen 
any short of a yearago. This seems to indicate that February is going to see a fairly 
liberal movement of cattle to market, and under the circumstances it is hard to figure 
how we can have improvement in the general trade. There is no doubt that a vast 
number of feeders are losing money on their cattle this winter and the pity is that the 
outlook does not hold some promise for them.” 
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common knowledge in the Corn Belt that fewer sows are being 
bred for spring litters, but this reduction is probably not too great 
in view of the amount of war-time expansion in this line and the 
rapidity with which other countries can restore their hog popula- 
tion.t Organized farmers cannot force the issue in a weak market 
any more than organized labor can win a wage strike on the eve 
of an industrial depression. Hence the sounder leaders are 
extremely wary of inaugurating a campaign with definitely 
announced price objectives. It would be but a Pyrrhic victory 
for organized American farmers to prove their ability to hold 
prices to their present level at the cost of discouraging consumption 
of their products and stimulating the development of rival sources 
of supply. Even in the matter of a product naturally as well 
protected as market milk, the effort to force a price which would 
fully return existing production costs has in several cases proved 
to curtail demand disastrously. It is quite possible that the attempt 
to invoke tariff protection in aid of the farmer would so enhance 
manufacturers’ costs as to handicap the overseas development of 
our trade in industrial products and hence impair the home market 
by more than the amount of any direct benefit. 

At the same time the difficulties in the way of any movement 
to restrict output must be borne in mind. In spite of an unques- 
tionable voluntary reduction in live-stock production at the present 
time, it is not to be supposed that the farmer will close down his 
productive plant or even curtail his scale of total operations very 
materially as a means of maintaining prices. The manufacturer 
who drops to part-time work or closes down his factory throws 
other people out of work. He ‘“‘cuts his losses’’ by shifting a large 
share on the working class (who in the phrase of the older economics 


*The best available statistics indicate that the world-supply of live stock is 
practically as great today as it was before the war. The loss of cattle in Europe was 
less than was at first supposed and is more than offset by the increase in North and 
South America, and it seems probable that this shift in the industry will to some 
extent be maintained. As for swine the marked shrinkage in Europe was only partly 
made up in the United States and other countries. It is in this line that restoration 
will be quickest and most complete in Europe, so that the war-time expansion in this 
country should probably disappear by next year. 
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“contract themselves out of risk” through the means of a wage 
bargain). To abandon production is for the farmer practically 
sawing off the limb that he is sitting on, since his work force is 
largely himself and his family.‘ He sees a better chance of being 
fed and clothed if he produces to sell at low prices than if he does 
not produce at all, and may even work harder to make more units 
at a low price bring in as great a return as did fewer units at a 
higher price. Likewise in the case of long-time developments, 
like herds and orchards, quick reduction or increase is difficult. 
While restrictionist policies are relatively difficult of enforcement in 
an industry so loosely organized as is agriculture, the power of 
present organization in this direction is hard to gauge. As with 
trade-unions, manufacturers’ associations, and like bodies the 
prime demand upon them is to show results, and this in general is 
interpreted to mean better prices. At first there seemed a general 
tendency to adopt the fragile logic of the permanently higher level 
of prices, especially for farm products—Europe’s prime necessities— 
but at least in the case of the National Federation of Farm Bureaus 
closer grips with the problem seem to have begot less confidence 
in the ability to perform miracles of price maintenance. Undoubt- 
edly they may do much to make the retreat orderly and check 
disproportionate slashing of particular farm prices by sentimental 
forays at supposedly vulnerable spots. But in the main it is 
likely that their chief service and real power will prove to be in 
learning just what effective demand is available and the exact 
sources and extent of rival supplies, in order that American 


* This of course has in mind chiefly the farmer who for one reason or another is 
not in a position to get out of farming altogether. In the latter class a greater knowl- 
edge and closer scrutiny of costs of production will tend to keep the margin of pro- 
duction in line with a reasonable wage and return on invested capital. 


2 At the same time, when prices decline so far that the scale of commercial crops 
yields only a bare living, farmers incline to shift their productive operations to a more 
self-sufficing basis. At the present time a murmurous suggestion of this sort may 
be heard in some sections of the Corn Belt where the discontent with the trend of hog 
prices causes some farmers to threaten to cease producing pork for an unremunerative 
market and to turn their attention to raising their own supplies on their own farms 
until such time as shortage of supplies shall bring the urban consumer to a more 
liberal frame of mind. 
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producers may gauge their efforts with the greatest wisdom and 
economy. 

The most promising line of endeavor would seem to be in the 
direction of protecting the farmer’s net return by seeing to it 
that costs move down in conformity with inevitable declines in 
selling prices. The farmers’ organizations can do this partly 
by fostering all efforts which look toward productive efficiency 
on the farm and in the market handling of agricultural products. 
They are already mobilized to check advances in transportation 
costs designed to pay railway employees rates of income grossly 
disproportionate to their own. They are acutely conscious that 
costs of the machinery, fertilizers, and other supplies which they 
purchase are enhanced, owing to present outlay of effort and 
schedule of return to industrial labor and capital. The incidence 
of tariff and patent protection and monopolization of mineral 
resources is likely to bear heavily on the unprotected farmer in 
the coming epoch of world-trade. Should he clamor for protective 
tariffs on farm products and marshall a nation-wide organization 
back of the demand, it might be interesting to see which policy 
protected industries would follow. For a generation they have 
duped him with agricultural tariffs which did not protect his wares, 
only to repeal these as soon as they showed a real power to enhance 
the prices of farm products in our domestic markets. Faced by 
an inescapable demand for effective rates on foods and textiles these 
interests might cynically shift the tongue to the other cheek and 
come out as free traders in order that they be able to get raw 
materials and food for their workers from the cheapest sources of 
supply, in whatever corner of the world they may be found. This 
would be but repeating English history in America and if accom- 
panied or preferably followed by a drive on other abuses of indus- 
trialism on the part of the farmers nationally organized, it would 
enable the farmers of the United States to hold their own reasonably 
well against the competition of the world. A high level of educa- 
tion and a high standard of organization together with excellent 
natural resources must make up in efficient production the balance 
compared with the lower standard of living of other peoples or the 
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fresher fertility of other lands. Of such a program we may say: 
Tis not so wide as a tariff door, nor so deep as a well of subsidy; 
but ’tis enough, ’twill serve.’ 


E. G. NOuRSE 


Iowa STATE COLLEGE OF AGRICULTURE 


* Quite probably, however, all this would mean a new drift of population away 
from American farms both into industrial callings and to newer lands. A revival of 
the movement to Canada and an exodus to a hypothetically pacified Mexico may be 
foreseen. But likewise both men and capital will quite likely be drawn to South 
America, Africa, and Asia. Just as promising graduates from our engineering and 
commercial schools have for some years back been taken overseas to serve great 
mining, manufacturing, and financial interests in South America, the Orient, and 
even in Europe, so it seems altogether probable that selected youths from our agri- 
cultural colleges will in the future find their footsteps turned away from American 
agriculture, temporarily slowed down in the evening-up process of world economic 
evolution, and toward the more glittering opportunities of other lands. Such an 
event need not be regarded in the light of tragedy, provided the condition of the 
immobile bulk of our farmers who must perforce remain in their old callings and in 
their old location is kept up to a reasonable level of prosperity. 

















THE CAUSES OF AND ANTIDOTE FOR INDUS- 
TRIAL UNREST 


The causes of industrial unrest, as of any outburst of popular 
feeling, are necessarily of two sorts. In the first place, the under- 
lying conditions governing the position in society of the restless 
group must have become subject to some strain. And second, cir- 
cumstances must be such that this strain produces a pronounced 
cracking and dismemberment instead of a gradual and perhaps 
unnoticeable readjustment. In dealing with unrest a considerable 
alleviation may be effected by removing the special irritants which 
have incited to disorderly methods; also a crisis may be explained 
to some extent by showing what barriers which formerly stood in 
the way of change have ceased to exist. But important as a 
knowledge of the contributing factors is, it is hardly necessary to 
say that the real explanation of and cure for any problem must 
finally rest on a true understanding and treatment of fundamental 
conditions. 

In a recent article entitled “Labor and Production,’* the 
writer has set forth various reasons why he believes that the time 
has come when labor should actively turn its attention toward 
problems of production and set its shoulder firmly to the task of 
building up an industrial structure dedicated and designed expressly 
for output and inspirited in such a fashion as to be from top to 
bottom a force for genuine efficiency. It is obvious, however, 
that not a great deal of progress can be made along this line, except 
as the present spirit of unrest in the ranks of labor is dissipated. 
In this article it is therefore proposed to complete the earlier in- 
quiry by examining into the other side of the problem and noting, 
with all the candor that the situation requires, just what reforms 
and rearrangements in the relationship between the management 
of industry and the workers is necessary if labor is to throw its 
whole weight and heart into the cause of a sensible and progressive 


‘Published in the American Federationist, March, 1920. 
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productivity. The conclusions reached will necessarily be as far- 
reaching as the causes of the present unrest are old and fundamental; 
but every proposal is made in the interest of making society more 
secure, more prosperous, and more free, not only for labor, but 
for every element in our national population. 

At the outset it might be well to note that unrest, as such, is 
far from being an unusual or even a regrettable thing. Every 
person, or group of persons, who strives or hopes is certain from 
time to time to meet with disappointment. Frequently defeat 
comes without any apparent justice. Innumerable are the times 
when men are riled and embittered, when the will of man breaks 
in vain against overpowering circumstances and is thrown back in 
defeat and disquiet. But for the most part and most of the time 
the tide and cross-currents of hope and success, of failure and unrest, 
flow back and forth through human nature almost unnoticed. 
Individuals rise in the business of life or fail; men fight through to 
the accomplishment of their purposes or are lost; ideas and move- 
ments come and go. All is a part of the daily grist of life. 

There are, however, times when the agitation of the human 
race, instead of being local, split up, and self-contradictory, be- 
comes social and universal; when that which in individuals might 
dissipate itself without tangible result seizes hold of great groups 
of men and rocks society to its foundations. 

At such times as this—and the present is a case in point—it is 
popularly supposed that certain individuals, easily recognized as 
leaders, are responsible, or that the root of the whole upheaval 
consists in the diligent propagation of certain ideas. As a rule this 
is a most inadequate explanation. The final explanation of a 
popular movement is not that there is a leader. There are always 
individuals who are trying to lead in almost any direction that can 
be imagined. The significant thing about a movement is that 
there are followers. The real cause of any group attitude lies in 
the basic circumstances that bring men together, in the widespread 
conditions that cause large numbers of persons to have the same 
outlook and to press on along a common course of action. Social 
unrest is an indication that something is out of equilibrium, and 
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that large numbers of people are more or less united in their under- 
standing or feeling as to where the difficulty lies. 

We are at present called on to face one of the most serious 
periods of unrest through which the world has ever passed, not 
more intense, possibly, than that which swayed the France of 
the Revolution, or the Germany of the religious wars, but far wider 
in scope and in many ways fully as sweeping in immediate results. 
America, though as yet only on the outskirts of the commotion, 
is nevertheless very much involved. It is not necessary to count 
the volume of newspaper space devoted to phases of industrial 
unrest, or to name the crisis after crisis that has risen in American 
industrial life to convince one’s self of the paramountcy of this 
issue. It is on everyone’s tongue and in everyone’s mind. Abroad 
the situation has been much more acute, amounting in Russia 
and Germany to revolution, and in England to what may yet 
prove to be sweeping changes in the position of the government. 
But even in this country the situation has been, and, in spite of 
a possible easing of the situation, will continue to be, of such im- 
portance as to challenge all the nation’s resources in leadership. 

The difficulty is that very few Americans understand how 
fundamental is the real nature of the crisis through which the 
country is now passing. Many think that it has grown out of the 
war.- Doubtless the war has hastened it, and certainly the mal- 
adjustments of the war have made the situation much more 
excitable and critical. But in all their essentials the problems 
which we are now facing had already taken quite definite shape 
before the war was ever thought of in this country. And the 
same was true in England, in Russia, and to a much lesser degree 
in Germany. Years before the war started the industrial problem 
was looming large in England. In this country the period ante- 
dating the war was marked by industrial troubles of growing 
seriousness. It was well understodd among the more observant 
students of social and economic problems that the country was 
well on the road toward the sort of unrest which has lately showed 
itself everywhere; and, in fact, toward much worse conditions than 
have yet arisen. The only uncertainty lay around the question as 
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to whether the country might not be able by early action to remove 
the conditions making for unrest before the situation actually 
became critical. Without the war it is probable that develop- 
ments would have come more slowly and quietly. But the real 
solution to the problems that now threaten us will not be found 
until it is clearly realized that it is the basic industrial structure 
that is creaking and inadequate, and not any chance thing that 
has happened this year or last. 

Likewise it is necessary to an understanding of the American 
industrial problem to realize that our problem is not identical 
with that of other countries. Unrest is as wide as the world. But 
there are several distinct varieties; and it destroys all balanced 
judgment with regard to the situation in America if we keep im- 
agining, as many do, that our country is suffering, or is likely to 
suffer, from just the same ailments that, for instance, affect Russia. 
To some extent movements that take place in one country affect 
other countries also. But the influence is very slight; or, if it 
is important, it is very, very slow, unless, indeed, tendencies already 
inherent within a country are ripe and ready to operate in the 
direction of the foreign influence. Of course we are interested in 
watching the innovations in government which Russia is trying. 
But it is safe to say that, whatever the form of government which 
the Russians establish, it could not be applied in detail to the 
United States; and there is no appreciable portion of the American 
people who would wish it or advocate it. Russia is not an indus- 
trial country. Her experience under the government of the czars 
and in the war has been so unlike our own; her causes for unrest 
are so unique, her problems so peculiar, as to deprive her example 
of any great value, or, indeed, of any great danger. Much as 
we may sympathize with the Russians in the terrible experiences 
through which they have passed, there is no reason for supposing 
that they are exercising any special influence over American insti- 
tutions. It is, indeed, quite the custom to call this thing Bol- 
shevik, or that thing a soviet, but the things so called are such 
only in name. Whether good or bad, they have grown up because 
of American conditions. With unimportant exceptions their 
connection with Russia is wholly a matter of fancy. 
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There are also important differences between the problem of 
unrest as it exists in Great Britain and in the United States. In 
spite of the similarities in language, in institutions, and in social 
and industrial development, the ideals of labor in the United 
States and England are at considerable variance. In England the 
working population stands out as a comparatively distinct class 
in the community; whereas in the United States the line of cleavage 
is not so clear or permanent. In England the labor movement 
is much older, is more completely recognized and accepted, and 
has great though not yet decisive strength in the British govern- 
ment. English labor, having long ago won security for its own 
organization, is now ambitious to rise out of a subordinate posi- 
tion and play an important réle both in the government of the 
state and in the management of industry. American labor has of 
late shown some tendencies along the same line, but its leaders are 
as a rule still opposed to such a development. It may be said, 
therefore, that, as far as labor matters go, England and the United 
States are in different stages of development. In general the 
causes of unrest in all the advanced industrial countries are much 
the same; and this would include the United States, England, 
France, and Germany. In each country, however, there are 
special features entering into the labor situation which make con- 
ditions more or less peculiar. In this article, therefore, the ques- 
tion of unrest is discussed with the understanding that the analysis 
is intended to apply especially to conditions as they exist in the 
United States. 

The basic change in America’s underlying industrial conditions 
which, some years before the war, may be said to have begun to 
create industrial unrest was the culmination of the movement 
toward the large-scale organization of industry and society, which 
in this country began, roughly speaking, about three-fourths of a 
century ago. In earlier American life there had been much inequal- 
ity; but it was usually an individual matter. There were poor 
people; there were slaves; a very large number—possibly as many 
as one-half—of the original colonists came to this country as 
indented servants. There had indeed been political upheavals and 
sectional strife, the settlers against the landed proprietors, the 
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colonists against the mother-country, the farmers against the 
people of the towns, the West against the East. In all these cases 
fairly large groups of people had been involved, and they had 
made themselves felt, the unrest being allayed in each case by 
changes in the structure of our government. But industrial 
unrest, in the sense in which we now speak of it, had hardly showed 
its head; it was hardly known. 

It is worth while to inquire rather carefully into the theory 
of industrial relations under which our country was started, and 
on which during these early days it got along fairly well. For 
it is just because most of the conditions then prevailing have 
since changed, and yet we are still trying to get along on the same 
old and now obsolete ideal, that the specter of unrest is at this 
moment so ominously overclouding our sky. 

Alfred Marshall, the most scholarly of modern English econo- 
mists, starts his great work by declaring that economic freedom is 
the essential characteristic and basis of the modern industrial 
system. In this phrase, or in Marshall’s fuller expression freedom 
of industry and enterprise, is summed up the ideal which in America 
even more than in England has been the very core of all economic 
and social philosophy and practice. Our country has been built 
up and our industry sustained on the fine old ideal of individual 
liberty and independence. This spirit ruled in the opening of 
the West; also in the development of that resource in invention 
and manufacturing technique which has made America’s industries 
world-famous. In the days of its strength this idea made of Amer- 
ica a land of the free, a haven for the oppressed of every country, 
a country of optimism and achievement, of varied life, yet essen- 
tial unity. To the man who wished tec rise the opportunity was 
open. His personal force quickly lifted him as high as he could 
go, or left him on that level for which his own qualities and energy 
adapted him. There could be no general sense of helplessness. 
Dissatisfaction was dissolved in effort. 

It is in no spirit of pessimism that the fact is here recorded 
that the day when America could rest secure in the efficacy of 
this simple yet beautiful philosophy of life has long since passed 
forever. In its proper time it meant freedom, opportunity, and 
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security for the vast majority of the people. But as the years 
have passed by it has increasingly fallen short of satisfying the 
requirements of the newer industrial age. 

The first inadequacies of the scheme by which each individual 
was thought of as a free lance, depending on his own knightly 
qualities to advance and conquer, came with the introduction 
into urban localities of extensive wage-earning classes. The in- 
dustrial problem was still comparatively simple, however, down 
to the great era of railroad building and rapid national expansion 
of business which followed the Civil War. By the eighties the 
structure of American life was beginning to take on the forms 
with which we are now familiar. Now, a generation later, the 
mass of the people is just beginning to feel and in part understand 
the real significance of the new social age which has developed. 
Also at this same time, under the stimulus of the war, the process 
of economic integration has entered upon what may be regarded 
as its last and most comprehensive stage. 

It is useless to deplore the developments by which the indi- 
vidual producer, instead of being his own manager, has become 
to an ever-increasing extent merely a part of some larger move- 
ment. Many years ago the introduction of the railroad and im- 
proved mail service started, and then later the introduction of 
the telegraph and telephone, and now the aeroplane, have made 
inevitable the organization of society along professional, industrial, 
and trade lines instead of along individual or local geographical 
lines. National organization has become a possibility and a neces- 
sity. The gradual welding of the railroads into one whole; the 
establishment of more and more complete combination in shipping, 
in the steel industry, in banking; the attainment of a constantly 
clearer consciousness of organic unity in the clothing industry, 
the coal industry, and fruit growing, to name only a few—all 
this will continue to go on. Large-scale organization has often 
originated in the desire to control prices. But it is perpetuated 
and strengthened because of the many ways in which conscious 
co-operation among large numbers of people can be made of mutual 
advantage. The great processes of national life are being function- 
alized and will doubtless continue to be more and more integrated 
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until the whole weight of each industry can be thrown into the 
great effort for unified productive efficiency. 

The whole trend of industry today is away from the concep- 
tion of individuals working for themselves, and even from the 
notion of a plant which is a law unto itself. Sometimes com- 
bination is the result of the enterprise of financiers; sometimes 
it first occurs among the workingmen, through their union organi- 
zations; sometimes it is brought about by the direct action or 
influence of the federal government. But whether encouraged or 
fought, it persists, and is today much stronger and more universal 
than ever before. It is now becoming apparent that the civili- 
zation in which each man could be king in his own world is gone, 
and the average individual must from now on become one of a 
great many who are below looking up at organizations and forces 
almost wholly beyond their power and often quite beyond their 
comprehension. 

It takes a long time after new mechanical inventions have 
been made for man to adapt himself to the full possibilities of 
their use; and it takes still longer for man to part company with 
the ideals as to what constitute normal and proper human rela- 
tionships, which grew up under some earlier system. Nevertheless 
the beginning of the adaptation of American thought and morals 
to the new conditions of large-scale production began in a small 
way a good many years ago. The dogmatists continued to preach 
the old creeds, but here and there practical, observant men began 
to urge the adoption of new standards and institutions that would 
better serve the actual needs growing out of the new ways of earn- 
ing a living. In this spirit labor unions were raised from unlawful 
to lawful associations; factory laws and labor legislation of many 
types began to be enacted; and the employers, on their part, 
began to introduce various plans which they called welfare work 


or labor representation in management. 

These measures have made for readjustment; but unfortunately 
it now appears that they have not moved nearly as rapidly or 
penetrated nearly as deeply as the conditions required. The violent 
agitation of the war has in one great concussion practically dis- 
solved the old order and introduced a new; and the country has been 
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found altogether too inadequately prepared. Change, which for 
many years proceeded but slowly, is now racing ahead much faster 
than readjustment. Unrest is getting the better of comprehension. 
The situation has become immensely critical, and there is need 
that everyone frankly take stock of the situation and see what 
needs to be done in order that the real aims of our liberty-loving 
fathers, as opposed to their more detailed plans, may be effectively 
realized. 

The basic cause, in a word, of the almost universal unrest oi 
today is the fact that our public law and the more articulate thought 
of the country remain much the same as they were many years 
ago; whereas the real needs and feelings of the great bulk of the 
people have lately undergone a basic and in some respects very 
sudden change. The more audible public opinion of the country 
still prides itself on its Americanism, and by that is meant self- 
reliance, independence, determination, and equal opportunity. 
But the people who talk most in this strain are the relatively few 
who occupy more or less independent positions in the upper layers 
of our economic or social life. While they inquire how business 
may be made profitable to the business enterpriser, or how much 
an employee may be expected to live on, group after group of 
equally genuine Americans are coming to realize that they are 
practically shut out forever from the chance of earning more than 
a wage, or being more than a subordinate in some large organi- 
zation. In other words, underneath the time-hallowed super- 
structure of American traditions the underlying psychology of the 
people is rapidly shifting from the mental attitude typical of the 
independent farmer, man of business, or workman, so character- 
istic of our earlier history, to that of the rather helpless mortal 
who finds himself near the bottom of a dark and heavy social 
structure. 

The rapidity with which this change of viewpoint has taken 
place and the extent to which it has reached even the highest 
classes is almost unbelievable. The writer, who comes from a 
family neither of business people nor of so-called working people, 
was brought up in a non-union town. His first conception of 
anything unstable in the industrial situation was gained during 
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graduate work at a great and on the whole conservative university. 
It was perfectly clear to the able students of social conditions who 
taught there that the country was approaching a serious crisis. 
Yet to the average American observer the evidences of approach- 
ing change were not at that time particularly startling. 

But the last few years have heaped proof on proof that America 
is changing. The writer remembers when the term socialism had 
a mysterious and rather horrible sound. Several years ago about 
one-third of the votes cast in the municipal election of his native 
city were socialist. But people do not talk much of socialism any 
more. The government has extended its powers so rapidly that 
what was recently a mere theory has now become to a considerable 
extent an accomplished fact; and now everyone is too much worried 
over the practical problems involved in the extension of govern- 
mental power along lines which there has been no escaping to 
grow either wildly enthusiastic or firmly denunciatory over the 
abstract question as to whether such extension should have taken 
place. This growth of governmental activity has indeed been 
not only a result but also a further cause of the big change in the 
psychology of the people. In the presence of the power of the 
government we all feel somewhat awed and fearful. In a sense 
the growth of governmental activity tends to throw everyone into 
the class of employees, the government itself becoming the biggest 
of employers, and in many respects the hardest on which to make 
any impression. 

No more illuminating insight into the thoroughgoing character 
of the change in popular sentiment in recent years could be gained 
than that which would come from an observation of the altered 
attitude of the press. Liberals are constantly accusing the press 
of being reactionary and dominated by business interests. Yet 
the papers are constantly giving greater and greater recognition 
to issues raised by labor, and many far-reaching proposals are 
treated with a consideration that a few years or even months ago 
would have been undreamed of. Moreover there have arisen 
two entirely new types of journalism, the one edited by intellectual 
liberals who in their zeal for truth and constructive reform have 
set a new standard in American periodical literature; and the other 
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edited by extreme radicals whose outspoken pronouncements have 
had a far wider distribution and influence than most people have 
until quite recently realized. Americans are thinking boldly and 
exhaustively concerning the make-up of their economic institutions; 
and it will be a miracle if politically as well as industrially the 
distribution and exercise of power in America does not shortly 
undergo far-reaching change. 

One of the outstanding features of the present time is the 
prospective increase in the power of what Americans know as the 
labor movement, due to the alliance which labor is apparently 
in the course of making with two hitherto unaffiliated groups. It 
is almost a truism to say that the people who work make up almost 
all of the population, and that their wishes and welfare are the 
chief mandates and ends of any democratic society. But in the 
past the people who work have by no means been a unit; certainly 
they have not regarded themselves as members of one laboring 
class. First, well on to one half of the population live in the 
country and are largely farmers. Though hard workers, they 
have had no connection with the organized-labor movement. Then 
in the great industries the clerks, the brain workers, and others 
associated with the management have placed their hope in in- 
dividual advancement rather than in organized activity. They 
have regarded themselves as above mere workingmen in quite 
the same spirit as the employers. 

Today the farmers and the industrial workers are working 
in closer sympathy. The farmers are rapidly developing organi- 
zations of their own to protect themselves against banking interests, 
middlemen, and unfavorable governmental action. They have 
therefore become champions of the idea of co-operative organi- 
zation and may easily perfect a more or less formal alliance with 
the wage-earning population. Also the clerical, or what in Eng- 
land would be called the lower middle, classes are in their manner 
of thinking nearer the manual laborers and skilled tradesmen than 
heretofore. The rise in the cost of living has hit this class es- 
pecially hard, and various groups among them are being won over 
to the idea of organization. Teachers, from the graded schools 
to the universities, are taking steps in this direction. Government 











230 HORACE B. DRURY 


employees are making a fight for the right of collective bar- 
gaining. But whether organized or not the sympathies of this 
large section of the people which hitherto have been with the 
well-to-do classes are rapidly warming toward the plans and hopes 
of the working people. 

Another important feature of the present situation is the ex- 
tent to which the higher grades of responsible employees, technical 
experts, and even executives are coming to find themselves at 
heart in sympathy with the masses of men with whom they deal. 
This condition has not yet become general. But among engineers, 
efficiency experts, lawyers, writers, college professors, and govern- 
ment officials there are many—and often they are men at the top 
of their professions—who, while recognizing that there are many 
practical difficulties ahead that must be studied calmly and care- 
fully, are nevertheless turning over in their minds and patiently 
trying to work out changes that in the end would be a good deal 
more radical than those which the majority of the labor leaders 
of today have any thought of advocating. 

The extent of the general acceptance of the movement which 
is making for a new outlook on American political and industrial 
problems is also suggested by the course which has for some years 
past been followed to a greater and greater degree by American 
legislative bodies. In the case of a number of specific pieces of 
legislation, labor has at one time or another forced through its 
own measure. More significant, it may be noted that almost all 
of the legislation passed in recent years has been drawn with a 
fuller appreciation of the needs of the masses of the people. In 
the instance of the federal government, take as illustration the 
changed attitude toward the tariff, taxation, appropriations, and 
the extension of various governmental services. In the instance 
of the state governments consider the compensation laws, factory- 
inspection acts, and other labor legislation. In the instance of 
the municipal governments there has been a new spirit evidenced 
in the attitude toward public-utility franchises, public recreation, 
charity organization, and many other matters. Still more marked 
progress has been made in certain branches of administration, 
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as witness the striking development in the methods of govern- 
mental labor administration made during the war. 

In the meantime sentiment has already definitely crystallized 
against the exercise by business interests of arbitrary or uncon- 
trolled power in all matters that involve the interests of the public 
as buyer. Group action has already gone far toward taming 
business enterprise as applied to the operation of public utilities. 
Group opinion has already outlawed the morality which used to 
hold that the prices which a man asked, or the profits which he 
made, were his own affair only. Profits have not to any great 
extent been curbed, except through taxation or strictly war-time 
and temporary regulation. But the public conscience has taken 
the unprecedented stand—at least unprecedented in our century— 
that profits which do not correspond to service are unfair, that 
business activity that does not benefit the public, or that is paid 
for out of proportion to its value, is immoral. The new word 
“profiteer’’ has found its way into the popular vocabulary, and 
what was formerly hidden in the sacred confines of private business 
rights has now become a matter of public concern. All this augurs 
the coming of a day when the right of individuals to conduct as 
private ventures things which are in reality great public under- 
takings will be challenged both in the name of the public for whom 
the work is done and in the name of the indefinitely large number 
of persons who put their lives into making such great enterprises 
possible. 

The challenge is in fact already upon us. The timbers in our 
industrial structure even now tremble menacingly, as the highly 
respected forces created and kept in power by the traditions of the 
past find themselves confrented by new ideas and determinations 
which blast away at what we have been accustomed to regard 
as the very foundations of our civilization. The great demand 
of the times is for something that will end unrest, that will restore 
order and security, and make it possible for America and the 
world to go on along the road of sound progress toward the greater 
prosperity which it has always been the aim of all thoughtful 
citizens to create. What can be done to thwart the menace 
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presented by the coal strike, the marine workers’ strikes, the 
threatened railroad strike, and in general by the disquiet and 
unrest which pervades so many corners of our national indus- 
trial life ? 

One very definite suggestion often heard nowadays is that 
there must be a show-down. It is said that the time has come 
to demonstrate once and for all who is to rule, whether labor or 
the properly constituted authorities, including in the latter the 
managers of industry and the various classes of property owners 
and professional men who make up the backbone, or at least the 
head, of our present society. Labor, it is said, does not know when 
it has had enough. Discipline must be restored. We must get 
back to pre-war conditions. 

The utter inadequacy of such a program is evident as soon as 
it has once been stated and examined. A show-down is often 
necessary in human afiairs. Every election and every well-fought 
contest of any sort is something of that kind. But it must be 
remembered that a show-down is only successful against someone 
who is inherently wrong or weak. Now there are numerous in- 
stances where a firm stand against some particular group of work- 
ing people or against some special claim of labor as a whole is 
feasible. But to plan for a contest in which the whole body of 
labor will be arrayed against the whole body of capital or of the 
government is to invite disaster. There would be too many on 
one side. That is precisely the thing which we should do every- 
thing in our power to prevent. 

There is only one way in which to eliminate once and for all 
the sort of unrest which now prevails, and that is for society to 
turn squarely around in its theory and practice and recognize the 
fact that the prime end of all our institutions, both industrial 
and political, should be the greatest possible welfare of the people 
who work and the people who consume. The adoption of such 
a national faith would not be a class movement; on the contrary, 
it is the negation of the class idea, or at least the putting of all 
classes on an equal footing. Numerically speaking, the great 
bulk of the population in any industrial community are working 
people. Where there is one head of a concern there are a thousand 
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employees. Any democratic program, any program for govern- 
ment, political or industrial, which proposes to treat all persons 
alike must give many times as much thought to the welfare of 
the thousand persons who make up the rank and file of employees 
as is given to that of the head of the concern. In fact, if the welfare 
of the mass of the people is put first, that of the few chosen indi- 
viduals who are placed in positions of authority can be left very 
largely to take care of itself. Even the most democratic social 
organization will raise up leaders and take care that they do not 
want for power and reward. If the people who now regard them- 
selves as the masters of industry would reconstitute themselves as 
the leaders and servants of their associates the whole problem of 
unrest would be solved, and the only possible stable basis would 
be laid for the construction of a democratic, efficient, and satis- 
factory industrial organization. 

In this connection it is very helpful to consider the experience 
of the world with political government. Man probably grew 
up and developed his character during long ages when people 
lived together in small family groups, not more than a few dozen 
persons in a group at the most. A select, intimate circle of this 
kind has been man’s ideal during all the long years which have 
passed since. But the actual limitation of social structure to 
groups of this size would not have permitted the growth of civili- 
zation or the attainment by man of many of the material things 
and opportunities for culture which he craved. Long ago, there- 
fore, there began the development of large-scale organization as 
far as government was concerned. It was largely the ambition 
of kings or generals that formed the ancient empires, but in afford- 
ing greater security and laying the basis for commerce and in- 
dustry they served a vital popular need. Nevertheless there have 
been periods during the history of almost every kingdom when 
governmental power has been exercised on the theory that it was 
a private right of the king. For the sake of the advantages of 
national unity, or because they could not help it, people tolerated 
the growth of an arbitrary power which blotted out many of the 
primitive liberties, which, in a simpler state, man had once been 
accustomed to enjoy. 


234 HORACE B. DRURY 


The growth of large-scale organization in government, and 
the subordination of large numbers of people to the will of king 
and nobles, is a more or less obscure story, in which myth is mingled 
with the dim record of wars and migrations, of political strategy 
and enslavements. The other half of the story is much better 
known: for a long time the mass of the people all over the known 
world had been in a state resembling serfdom; then the people 
oi Western Europe, the English in particular, started out on a 
course of emancipation. In the latter country national unity had 
fortunately been attained many years before, and because of its 
insular position the people were long immune from serious danger 
of invasion. The English discovered how to leave intact the 
centralized structure of the state and yet obtain a large degree 
of control over it. Through the limitation of the powers of the 
king, the winning for the people of civil liberties and rights, and 
the development of parliamentary government the English recon- 
ciled the establishment of great national power and almost perfect 
order with the achievement of a high degree of personal freedom 
and the exercise over the state of popular control. That achieve- 
ment America received as its birthright, and this ideal has always 
been our chief pride and most guarded possession. 

To all persons who are steeped in the American spirit it is 
submitted that a substantially similar course of evolution must 
take place in matters of industrial control if the American tradition 
of democracy and freedom is to be maintained and made effective. 
The true successors of the men who fought for American liberties 
in 1776, of those who ventured forth single-handed to subdue the 
Great West, are not the men who today insist that the country’s 
great established industries are the private property of absentee 
stockholders, and that thousands of men whose whole lives are 
devoted to an industry have not the right to select a representa- 
tive even to talk with those in charge. Men who would today 
carry on the great American tradition of liberty and fair play, of 
extending the opportunity for a richer life to even the humblest 
person born or adopted by this country, have a far different réle 
to play. 
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Assuming, as we must assume, that nearly all Americans will 
henceforth be a part of large organizations, or at least be under 
obligation to co-ordinate themselves to customs and standards 
set for large numbers of people, the great task before twentieth- 
century statesmanship is to make the income, freedom, and hap- 
piness of each person as secure as previous centuries have made 
his person and property. It is becoming more and more difficult 
and undesirable for men to shift from one employing organization 
to another. Labor turnover is costly; and in every field where 
combination is practically complete it is of course almost impossible 
to shift unless one abandons his occupation, and possibly his home. 
In any case the remedying of grievances by getting out, while 
valuable as a last resort, is not a satisfactory method of doing away 
with the ordinary run of complaints. At the same time the possi- 
bility of a forced dismissal from one’s job is an ever-present peril 
to what every man has a right to consider, and should be encour- 
aged to consider, as one of his greatest assets. 

The exact methods by which individuals imbedded in a great 
industrial structure may be guaranteed rights as effective as those 
enjoyed by citizens under the great bills of civil rights cannot easily 
be determined. The efficiency of industry must be considered as 
well as the rights of men. There are, however, certain steps which 
it is very evident would add both to security and to efficiency. 
Without venturing to discuss the more doubtful and complicated 
cases, it may be said that the following would go far toward meeting 
the more immediate needs: assurance of the widest possible range 
of employment for all who wish to work; the best available op- 
portunities for technical and general education; a minimum wage 
as high as the general productivity of labor would permit; leisure; 
freedom of speech; freedom of association in any way or for any 
purpose not criminal; discharge only after trial by one’s peers; a 
voice in the determination of working conditions and environment; 
such a division of the profits as would be consistent with a fair 
evaluation of the contribution of the various parties to the success 
of an industry; such a participation in the management of the 
enterprise as the skill, judgment, and interest of the various groups 
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of participants would warrant; and finally full information for 
employees regarding industrial processes, trade relations, financing, 
and, in general, the aims and circumstances of the business. 

If it is difficult to draw up a perfect bill of rights, it is still 
more hazardous to prophesy just what superstructure should arise 
from such a foundation in order to make effective the just and 
democratic administration of industry and the vigorous and 
profitable attainment of results. Probably the details of such 
machinery will never be worked out perfectly. It would have to 
reconcile great employer, employee, and public interests, and would 
need to be reshaped after every great change in the technique or 
organization of industry. But if the general purpose of industry 
is once made a matter of general agreement, and the rights and 
interests of the men who participate in it are once clearly recog- 
nized, further questions will be primarily ones of detail, and their 
solution will not entail the basic clashing of classes and uncertainty 
from which the world is now seeking to escape. 

While no concrete suggestions with regard to the more tangible 
forms of industrial structure can be taken up in this article, it 
may be pointed out that even under the most democratic ideal 
of industrial control the character and degree of the power of em- 
ployees must be somewhat unevenly developed in various industries. 
Strong arguments can be advanced, for instance, in favor of al- 
lowing the professors in a college to control the curriculum—as 
far as the curriculum is shaped by authority—and in fact they 
do so in many cases. Likewise it might be well for the janitors 
to work out many of their problems. But there would seem to 
be no good reason why democratic control in the universities 
should be made so wide that the janitors would participate in 
matters involving the curriculum. In other words, the control 
which employees exercise will often have to be restricted rather 
closely to the particular problems affecting their own work, though 
under other conditions and in other industries it is possible that 
employees might properly have a voice in deciding very large 
matters of policy. Also the profits of an industry might in some 
extreme cases go entirely to employees, but in other cases not at all. 
There would not seem to be any strong reason why any important 
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part of the profits of a law firm should be shared with the office boy. 
In general it might be said that in a new industry, or in an industry 
depending largely on the enterprise of some one class, a larger 
proportion, perhaps in extreme cases all, of the profits might well 
go to the element which is active in initiation and direction. But 
in old industries run along lines that have almost become a tra- 
dition, and from which the founders have long since vanished, 
there is a very strong argument in favor of placing responsibility 
and reward upon the people who have grown up in the industry 
and are actually carrying it on. Between these extremes there 
must be countless variations in circumstances and practical needs 
whose full analysis and working out, industry by industry, will 
be an age-long and a more or less recurrent task. 

But while the complete realization of such a program as has 
been here outlined may require many years—if, indeed, it is ever 
complete—it is none too soon to decide on a fundamental basis 
for action. The central thought of those who would constitute 
themselves the architects of a new industrial order should be to 
plan for the enrichment of life within industry in the same ambitious 
way in which business men and professional men plan for the erec- 
tion of their own fortunes. The idea that a person should work up 
and get somewhere was all right for the culture that prevailed 
before the Civil War, and it is a sound philosophy for a limited 
number of people today. But for the rank and file the notion of 
rising above one’s fellows is an impossible one. Not all can be on 
top. What we need, if the energetic people of this country are to 
be satisfied, is to better the conditions of those who must perma- 
nently remain in ordinary positions. It is not a question as to how 
much a man has a right to. It is a question as to how much it is 
possible by the utmost use of ingenuity to give him. The concept 
of a hired man, a hand, a wage-earner, must be dropped. If a busi- 
ness man wishes to appear at work at ten and leave at four, take 
the week-end off, and now and then take a long vacation, as some 
men do, then that is not an outlandish thing for a workman to desire 
—though, of course, it may be questioned whether at this time it is 
practicable of accomplishment, and whether many would, in fact, 
desire it. If a successful man chooses to throw away money on 
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some fancy, as a yacht or special hobby, then it is not surprising 
that workingmen or their wives may also sometimes spend their 
money on things that other people think they do not need. If an 
employee wishes to live his own life in his own way, why should he 
not be as free as any citizen of our country and have the right to 
express his own opinions, follow his own bent, and, as far as the 
conditions of industry will permit, do precisely as he wishes ? 

It is our belief that a large part of the unrest in this country is 
due to a feeling on the part of liberty-loving and ambitious men, 
Americans either by birth or by choice, that somebody, some- 
where, is relegating them to an inferior position. They feel that 
the bars have been erected against their advancement in income 
and standing, that others are deciding for them what they shall 
have, and that the whole system of things is being run without 
a view to their interests. 

This feeling has been growing for many years, and is the natural 
outcome of the large-scale, impersonal, and often autocratic forms 
of industrial organization which in the last few decades have be- 
come very widespread. The war has greatly intensified this 
whole movement; and still more recently the government has 
been compelled to enter in and make decisions which have enormous 
possibilities of influencing labor for good or bad. Between the 
firm, restraining hand of a mighty government and the active 
and almost vicious attacks of a certain element among the em- 
ployers the whole labor movement is at present trembling in in- 
security. Yet industry is so vast that except through organization 
of some effective kind the individual workman would be largely 
powerless. 

The situation is at present very acute, and it is hard to say 
what the immediate outcome will be. Possibly matters will quiet 
down after a little and readjustment go on more orderly. Such 
an outcome is certainly to be hoped for. It is hard to see, however, 
how the permanent outcome can consist in anything less than a 
decisive revamping of the whole industrial structure. The people 
of America will not be satisfied until the whole of the gigantic new 
machinery of production has been made subservient to the public 
interest, and until the anomaly of great industries manipulated 




















CAUSES OF AND ANTIDOTE FOR INDUSTRIAL UNREST 239 


in the interests of a few has been cleared up. It is time that the 
best thought of the country be turned to the task of developing 
basic rights and constructing representative machinery that will 
bring the great industries under democratic control, and at the 
same time lay the basis for their vigorous, more efficient, and 
more public-spirited development. 

Is this an antidote for industrial unrest? If carried through 
to the end, we believe that it would be, at least to industrial 
unrest in the form in which we know it. The acceptance of 
one fundamental aim, such as that suggested in this article, must 
indeed be supplemented by much hard and intelligent work in the 
way of building new industrial institutions that will stand the 
strain and put concrete reality into the abstract idea of industrial 
justice and partnership. But though a notion as to the end to be 
attained will not in itself solve the problem, neither can the problem 
be worked out by any amount of hard labor unless the right con- 
ception as to the fundamental cause of dissatisfaction and the 
fundamental need of labor is grasped. There is at present a great 
deal of confusion of ideas on this point; and it has been in the hope 
of shedding some light on the subject that this discussion has been 


undertaken. 


Horace B. Drury 
Wasuincton, D.C. 








PROPRIETORS’ SALARIES 


The recent income-and excess-profits-tax legislation has made the 
question of proprietors’ salaries one of realimportance. Section 214° 
of the Revenue Act of 1918 states in part ‘‘that in computing net 
income there shall be allowed as deductions all the ordinary and 
necessary expenses paid or incurred during the taxable year—includ- 
ing a reasonable allowance for salaries or other compensation for 
personal services actually rendered.’”? 

This statement specifically recognizes the right of the taxpayer 
to deduct not only the wages of ordinary employees in determining 
tax liability, but also fair compensation for any services which the 
proprietors themselves may furnish. In other words gross income 
may be charged for tax purposes with the salary, bonus, commis- 
sion, or other remuneration paid or credited to a proprietor as 
compensation for his services as an executive officer, production 
manager, salesman, or other officer or employee. 

This provision of the act, involving as it does the determina- 
tion of reasonable salaries, is naturally somewhat difficult of 
equitable administration; it is also one of those features of the 
law which tend to modify accounting procedure. It is the purpose 
of the following pages to discuss this subject in both of these con- 
nections. 

“REASONABLE” SALARIES FOR TAX PURPOSES 

The above-quoted provision is now of importance primarily in 
connection with the so-called ‘close’ corporation. And this type 
is the more numerous class; for it should be remembered that the 
“open” corporation—the large enterprise in which control is vested 
in hundreds or thousands of scattered stockholders and in which 
the general officers and other managers are engaged by the directors 


* Section 234, which sets forth the allowable deductions in the case of corporations, 
contains a similar statement. And since single-proprietors and partners under the 
act of 1918 are taxed solely in their individual capacities, this matter is of present 
significance for tax purposes only in the case of corporations. 


2 The italics are the writer’s. 
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by a process of arm’s-length bargaining—is the exceptional rather 
than the usual case. The great majority of corporations are simply 
incorporated partnerships.' Many are family affairs, in which 
three or four relatives own all or at least a controlling interest in 
the capital stock. Not infrequently such family corporations are 
essentially one-man enterprises, or in a sense sole-proprietorships, 
a single individual holding from 50 to nearly 100 per cent of the 
outstanding shares. And it may be added that even among the 
large companies, where there may be a long list of proprietors, actual 
control often resides in a small coterie of stockholders, from among 
whom are likely to be selected the general officers and perhaps 
certain other important employees. 

In the case of these “partnership corporations” there is likely 
to be no clear recognition—at least so far as the records are con- 
cerned—of the distinction between compensation for the personal 
services of the principal stockholders who may be engaged in 
managing the business and the distribution of profits as a return 
on capital invested. Indeed, for ordinary accounting purposes 
there may be little need for any such differentiation of earnings. 
Suppose, for example, that in the case of a certain corporation one 
individual owns 95 per cent of the capital stock, and is in addition 
in active control of all business operations. To this individual the 
earnings of the corporation are essentially his earnings, and he may 
not be much concerned as to whether they are distributed in the 
form of dividends or as salary. Such a proprietor would of course 
recognize the fact that the net revenue of the enterprise was the 
result of his personal efforts in conjunction with the capital invested 
and other conditions. But he is quite likely to neglect any formal 
division of this net result into its various economic elements. And 
it should be emphasized that from the standpoint of the principal 
owner or proprietor—and it is not entirely unreasonable for the 
accountant to overlook the corporate entity in such case and to 
view the one-man corporation as a sole-proprietorship—a charge 
for the owner’s personal services is not an expense but an item 
of income. 


*Of the 218,015 corporations filing tax returns for the year 1917 probably 80 or 
go per cent were companies of this kind. 
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It is not surprising to find, accordingly, that prior to the inaugu- 
ration of the excess-profits-tax program the practice of deducting 
the proprietor’s salary from gross revenue in stating net income 
was very imperfectly developed in the case of a majority of corpora- 
tions as well as in partnerships and single-proprietorships. Only 
nominal salaries or even no salaries were allowed in many instances, 
and earnings were distributed as dividends or were accumulated. 
Less commonly occurred the practice of treating a very large por- 
tion, in some cases all, of the net earnings as a proprietary-salary 
allowance. The last usually was found in cases where a single 
individual owned a very large fraction of the outstanding stock. 
In comparatively few cases was there a clear-cut division of net 
earnings into distributions of profits and proprietary salaries, 
based on actual transactions between the corporation and the 
individuals involved. 

The act of 1913 levied the same rate as far as the normal tax was 
concerned on individual net income as on corporate net income. 
Further, the individual was allowed a deduction for purposes of 
computing the normal tax equivalent to any dividends received 
from corporations taxable under this act. Similarly the act of 
1916 provided the same rate of normal tax on corporations as on 
individuals, and individuals were permitted a credit for normal- 
tax purposes to the “amount received as dividends upon the 
stock or from the net earnings of any corporation, joint-stock 
company or association, trustee, or insurance company, which is 
taxable upon its net income as hereinafter provided.” Prior to the 
passage of the act of 1917, accordingly, the division of net earnings 
in close corporations between proprietors’ salaries and profit dis- 
tributions made no difference in the total amount of tax collected 
(assuming that consistent returns were filed by the individual 
proprietor and the corporation). A sum paid to a stockholder 
(either actually or constructively) must be viewed as either a dis- 
tribution of profits (or capital) or a compensation for services 
rendered. If a distribution of profits, the item is a credit on the 
individual’s return in computing the normal tax; if the sum is 
compensation for services, there is no such credit. The disallow- 
ance of an item of salary as a deduction in a corporation return 
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would therefore give rise to an increase in tax exactly equal to 
the refund thereby becoming due to the individual. The govern- 
ment then had no object—as far as the amount of tax to be collected 
was concerned—in cutting salaries of corporate officials as shown in 
the 1916 returns. Further, the revision of salary scales was evi- 
dently not a serious matter to the corporate officials. 

The act of 1917, however, provided for excess-profits taxes and 
increased the normal tax on corporations by 4 per cent, while that 
on individuals was increased by but 2 per cent, and subsequent to its 
passage the distinction between proprietary salaries and dividends 
naturally became a matter of first importance to the government 
and to the taxpayer. The excess-profits taxes provided by this 
act upon sole-proprietorships, partnerships, and corporations were 
evidently designed primarily as a levy on the earnings of capital as 
distinct from the earnings resulting from personal effort. Hence, 
if equitable allowances for proprietors’ salaries were not made in 
any case, the taxpayer would be seriously disadvantaged; and if 
excessive allowances were approved the government would not 
receive the proper amount of tax. 

The Revenue Act of 1918 increased the excess-profits-tax 
rates, but removed sole-proprietorships, partnerships, and strictly 
personal-service corporations from the scope of such taxes. There- 
fore the matter is of current importance only in the case of ordinary 
corporations. 

Since the act of 1917 was not approved until October 3, 1917, 
many close corporations were somewhat tardy in taking the formal 
action necessary to place increases in officers’ salaries within the 
class of “expenses paid or incurred during the taxable year.” 
Nevertheless widespread and striking increases in corporate pro- 
prietors’ salaries occurred as of 1917, and in 1918 there was a further 
remarkable advance in such allowances. Naturally the Treasury 
Department is interested in this development, and has been endeav- 
oring to develop methods and policies for the equitable control of 
such cases. 

The taxpayer is inclined to be very sensitive about this matter. 
He feels that it is not for the government to determine the salaries 
a corporation may pay its officers, whether they are stockholders or 
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otherwise. The Treasury Department, he contends, has no right 
and is not in a position to pass upon the special qualifications of 
each corporate official and his ability to earn the salary given him 
in any case. How far is this attitude justified ? 

In general it is true that the Department does not assume to 
have, nor attempt to take unto itself, the authority to criticize 
corporate or other private expenditures. A particular wage scale 
may be out of all proportion to the real earnings of the laborers 
involved; an inefficient purchasing department may mean unduly 
high prices for materials and supplies; over-optimism on the part 
of the management may lead to an unfortunate plant extension: 
all such outlays if made in good faith would be considered legitimate 
deductions for tax purposes—‘“‘ordinary and necessary expenses.” 
It must be recognized that business conditions are so varied, 
technical operation is so completely coupled up with speculative 
economic processes, that it is out of the question to disallow such 
charges even though they are somewhat unusual. Even if a 
particular expenditure is undertaken because it is in part at Uncle 
Sam’s expense, it is difficult to see on what basis the deduction 
could be thrown out. A particular concern, for example, may 
launch a great advertising campaign, the funds for which, were it 
not undertaken, would otherwise be taxable income in, let us say, 
the 80 per cent bracket. Or a company may embark upon a 
price-cutting venture, hoping thereby to destroy competition or 
to build up a good-will from which income may finally accrue in 
years of lower tax rates. Intents of this sort would be difficult to 
establish, and, even if established, such outlays would probably 
be allowed as deductions for tax purposes. 

But salaries of proprietors who are virtually in position to fix 
their own rates of compensation are in a different category. If the 
contract between corporation and officer in any case were based 
upon bargaining in which the sole factor influencing the board of 
directors was the supposed value of the candidate’s services, the 
compensation determined upon would normally be considered 
reasonable even if a percentage of net or gross income—or other 
bonus scheme—were involved which made possible a very high 
total. But while this condition obtains more or less perfectly in 
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corporations where the stock is widely held and no clique repre- 
senting the personal interests of the officers is in control, in the great 
majority of smaller corporations the salaries of the principal officers 
are not at all determined by a process of arm’s-length bargaining. 
The corporation as an entity may act formally and legally. Stock- 
holder John Smith (who owns one-third of the stock and is treasurer 
of the company) may move that the annual stipend of Henry Smith 
(his brother, owner of another third of the outstanding stock and 
president of the company) be increased from $25,000 to $50,000. 
The motion may be duly seconded by Andrew Smith (who is secre- 
tary of Smith Brothers, Incorporated, and holder of the remaining 
third of the stock), and after having been put by the chairman, 
and unanimously carried, the proper record may be made in the 
official minute-book. By similar rigmarole the salaries of John and 
Andrew may be likewise boosted from $25,000 to $50,000 respec- 
tively. But it is evident that we have in such a case a situation in 
which the fiction of the corporate entity must be ignored in gauging 
the propriety of salary deductions, and “‘reasonable”’ salaries for 
tax purposes must be determined entirely outside of this corporate 
procedure; for such a transaction is purely an arrangement by and 
among the proprietors, and is not a bona fide transaction between 
the corporation and outside individuals. 

The use of the term ‘‘reasonable” in the act clearly indicates 
that Congress intended that the allowances for proprietors’ salaries 
should be controlled; and certainly where an individual is in a posi- 
tion to vote his own salary the amount so voted is likely to exceed a 
reasonable allowance. The taxpayer’s intention may be entirely 
bona fide, but even so he is likely to be overenthusiastic with 
respect to the value of his own services. This is often partly due 
to the fact that it is very difficult for the taxpayer to disassociate his 
current services from current and early risk and sacrifice and other 
phases of his function as an investor of capital. A reasonable 
amount must be imputed to personal efforts, but something must 
be left as the earnings of capital. In a great many cases the 
increases in officers’ salaries that have occurred during the past two 
years have been apportioned exactly—or nearly so—in proportion 
to officers’ stockholdings. In such cases the suspicion is raised that 
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the line between true profits and compensation is not being drawn 
with even approximate accuracy, and that profits are being dis- 
tributed under the guise of wages. Extreme cases have occurred 
where owners have set their salaries at exactly the difference between 
gross revenue and other charges—the result being no taxable 
income! Although the salary deduction in such a case need not be 
unreasonably large, this method of determining proprietors’ com- 
pensation could hardly be approved. 

It should be noted that the Treasury Department is of course 
not interested in corporate expenditures as such. For its own pur- 
poses a corporation may even distribute the éof/al earnings under 
the caption “Salaries.” But the Department may refuse to treat 
a part of this amount as a deduction from gross income for tax pur- 
poses. 

There have been some legitimate reasons for large increases in 
officers’ salaries in the past few years. General price advances, 
increased effort and strain, larger gross business, and higher net 
profits—all these conditions tend to justify higher salary scales 
for the proprietors. An advance of too per cent in salaries since 
1914 should not be considered excessive as a typical case in view 
of the general price movement in recent years. Further, where no 
salaries, or only nominal salaries, were taken in close corporations 
for the reasons noted above, much greater advances may be justi- 
fied. Increases in these cases may be called forth by the tax legis- 
lation and not by a change in economic conditions but still may be 
proper in view of the present importance of drawing the line more 
carefully between distributions of profit and compensation for per- 
sonal services. The owners can no longer afford to draw their real 
salaries as dividends. 

The establishment of any equitable rules or principles of pro- 
cedure in dealing with such a matter as proprietary salaries would 
seem at first thought to be almost out of the question. Conditions 
are highly varied between different companies. In some cases 
the principal stockholders exercise only the functions of general 
management; in others the proprietors assume the entire burden 
of directing operation—financing, production, selling, and general 
administration. In certain cases the personal efforts of a particular 
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officer may be absolutely essential to successful operation. Execu- 
tive ability, technical skill, wide experience in buying and selling— 
these and other high-class qualifications are found among corporate 
officials; and consequently a wide range of salaries, including some 
very high figures, is to be expected. Under these circumstances 
is it possible to develop any tests of reasonableness which may be 
applied to a majority of cases? 

In Article 105 of Regulations 45 it is stated that ‘‘it is in general 
just to assume that reasonable and true compensation is only such 
amount as would ordinarily be paid for like services by like enter- 
prises in like circumstances.” In other words a reasonable salary 
scale for corporate officers (the principal stockholders furnishing 
services are usually officers) is one which the particular business 
involved, by comparison with similar enterprises, will warrant. 
In general a $1,000,000 corporation can afford to pay more (and 
must pay more) for its executives than a $100,000 company. 

As a broad basis from which to proceed this view seems sound 
enough. Surely the wages of management in a majority of cases 
cannot be determined entirely apart from the size and complexity 
of the business as represented by such significant figures as total 
investment, gross revenue, total costs, and net income. These 
figures are at least rough indicia of the efforts and responsibilities 
of the officers, and must not be lost sight of in determining reason- 
able salaries. 

This point of view is somewhat different from that commonly 
advanced by the taxpayer. He is inclined to stress long hours, 
painstaking attention to the details of the business, early sacrifices 
and hardships, standards of living, and other subjective conditions 
entirely apart from the size of the business and the net results of 
operation. But such considerations, while they may have a bear- 
ing, can hardly be said to control. Perhaps even more than in the 
case of ordinary labor services, values of managerial services are 
determined by results rather than by sacrifices. And while it is true 
that business success or failure may in a particular case be due to 
economic processes over which the proprietors have little or no 
control, it is surely also true that in a great many cases superior 
qualifications and extraordinary efforts lead to success in business 
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operation as in professional pursuits. Certainly it would not be 
feasible for any concern to pay salaries very long if there were no 
earnings from which to make such payments. Similarly physical 
data, such as the number of units produced, the hours the plant 
was operated, and so on, cannot be used as the direct criterion of 
managers’ salaries. It is a question of economic, not merely tech- 
nical, results. 

The Department’s view further means that the fact, for example, 
that a particular individual has a bona fide offer of say $50,000 in 
another business, and would be worth that sum there, is no guar- 
anty that $50,000 is a reasonable salary for him in his present situa- 
tion. The taxpayer is inclined to believe that such evidence is 
incontestable, but here again the Department’s attitude is equitable. 
It is a well-known fact that proprietors often remain in business 
for themselves for years, although earning less than they might 
receive if working for other companies. The proprietor in such 
a case may be unable to withdraw the funds invested without serious 
loss; he may anticipate large profits in the future; or he may prefer 
to be in business for himself. Whatever the reason, the condition 
isnot uncommon. Similarly college professors often fondly cherish 
the idea that they could earn much more in business or other occu- 
pations than in teaching if they cared to take up other lines. Even 
if this were true it would not of itself prove that particular indi- 
viduals were thereby worth more as professors than they were 
receiving. 

It is a question, then, as to what the size and results of the 
business justify in the way of salaries. What amount shall be 
imputed to the capital invested ? What part of the earnings can be 
attributed to the personal efforts of the proprietors? In order to 
answer these questions the Income Tax Unit has been developing a 
system of statistical tests based upon a study of a great many cases 
selected from all types of business. The elements which have been 
emphasized in this work are gross revenue, total deductions, and 
net income before deducting proprietors’ compensation. Less 
stress has been placed upon invested capital, partly because this is 
a somewhat artificial conception under the law and partly because 
the bases for valuations as between enterprises are so varied as to 
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make any comparisons on this footing of very doubtful validity. 
Further, operating figures are more sensitive than capital balances 
to changes in a situation which may form a reasonable basis for the 
revision of salaries. 

The studies of this question thus far undertaken by the Unit 
suggest that there are certain normal relationships existing in prac- 
tice between the amount allowed for proprietors’ salaries in a 
given case and gross revenue, net income, and total costs. In 
other words wages of management seem to be fairly uniform—not 
closely so, of course—in companies having approximately identical 
gross sales, costs, and net profits. If this analysis is carried far 
enough, if an examination is made of say ten thousand represen- 
tative cases, with subsidiary classifications by industrial and per- 
haps by regional groups, it should be possible to develop rough 
criteria of reasonable officers’ salaries in the shape of percentage 
relationships between the total proprietors’ compensation in a 
given case and each of the important operating elements. This 
sort of analysis will of course throw no light upon the propriety 
of the salary paid to a particular individual; it would simply give 
a clue to the fotal amount which could normally be imputed to the 
proprietors for the function of management in a business showing 
certain capital and operating conditions. 

In applying such percentages to gauge the propriety of salaries 
in close corporations, however, certain important qualifications must 
be kept in mind by the auditor if even approximate equity is to be 
done. In the first place might be noted the fact that, wherever 
the “‘personal-service” element enters, percentages based on studies 
of the operating statements of ordinary manufacturing and mercan- 
tile companies are virtually useless. Salaries which absorb an 
unusually high percentage of net income plus compensation may 
be justified in such cases. 

Further, the scope of the functions performed by the proprietors 
in close corporations varies widely. In large companies the duties 
performed by important stockholders, as president, treasurer, secre- 
tary, etc., cover much the same range in each case, and are restricted 
as a rule to general management. In a family corporation, on the 
other hand, where the stock is owned, let us say, by five brothers, 
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each is likely to be an “officer,” even if the function performed is 
that of keeping the books or operating a lathe. In one case there 
may be five salaried proprietors, in another, three, in another but 
one. Evidently percentages based on comparisons can be applied 
to such cases only with very great discretion. 

A type of case to which general tests can scarcely be applied is 
that in which the proprietor furnishes some condition in addition 
to his personal services in the usual sense, such as knowledge of a 
secret process, the use of a patent, andsoon. The salary, so called, 
may be based largely upon such condition. There may be some 
question as to whether an individual owning 95 per cent of the stock 
of a corporation has a right to charge a fat sum to the corporation 
for a patent, title to which he retains personally, or a secret process, 
knowledge of which he so retains. Ignoring the corporate entity, 
such a transaction looks like the transfer of funds from one pocket 
to another without their passing through the door of taxable income. 
As far as the writer knows, the Department has issued no special 
rulings or decisions applying to this point. 

In very small corporations it has in general been recognized by 
the Department that proprietors devoting all their time to the 
business are entitled to a “living wage” as a minimum allowance 
regardless of the amount which seems proper from a study of the 
operating figures. This is a liberal view, as in the unsuccessful 
company the real economic contribution of the owners may be nil. 

Where the salary of a proprietor is based upon a long-standing 
contract freely entered into by the corporation, and back of which 
were no influences other than the desire on the part of the stock- 
holders to secure the services of the particular individual involved, 
the compensation must in general be assumed to be reasonable even 
if the amount in certain years runs into the millions and absorbs a 
very unusual percentage of the earnings. The statement is made 
in Article 105, Regulations 45, that “in any event the allowance 
for compensation paid may not exceed what is reasonable in all the 
circumstances”’; but it is probable that the Department will recog- 
nize the validity of all salary deductions based on bona fide con- 
tracts, especially if predating income-tax laws. 

To sum up, then, it should be emphasized that the Treasury 
Department clearly has the right to set reasonable salaries for 
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proprietors in close corporations, that the general basis which has 
been adopted is sound, and that the work thus far done suggests 
that statistical tests can be developed which will form rough guides 
in a majority of instances. At the best, however, thousands 
of unusual and special cases will have to be studied individually in 
detail as they arise. 


ACCOUNTING FOR PROPRIETORS’ SALARIES 


It was stated in the preceding section that prior to the passage 
of the act of 1917 the practice of setting up allowances for pro- 
prietors’ salaries was very imperfectly developed, not only in 
partnerships and sole-proprietorships, but in the case of close cor- 
porations as well. In other words, in comparatively few cases 
were charges entered on the books to cover allowances for owners’ 
salaries in cases where such a procedure would have meant, in 
effect, that the principal proprietors were paying or allowing salaries 
to themselves. 

This is not a surprising situation and does not indicate vicious 
or even primitive accounting practices. In fact just the reverse is 
the case. Accounting deals primarily with a record of actual, 
not fictitious, transactions; and allowances and estimates covering 
interest on proprietary investment, compensation for the owner’s 
personal services, rent for building furnished by the proprietor, etc., 
all fall into a class of adjustments of very dubious propriety for 
ordinary accounting purposes. 

The function performed by the proprietors of a typical business 
enterprise covers several important elements. In all cases it in- 
volves the furnishing of capital, with the attendant risks; in all cases 
it also involves a certain amount of responsibility and final control 
with respect to the direction of production; in some cases it includes 
the furnishing of managerial and ordinary labor services. These 
various phases of the proprietor’s function are measurably distinct 
from the standpoint of economic theory, but in actual practice 
they are often more or less inextricably tied together. Even the 
distinction between capital services and personal services is a little 
hard to make in some cases. The principal proprietor in a large 
business may take no part whatever in active management; he 
may perform no ordinary labor services; and yet his function may 
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be much more complex than that of simply furnishing funds. He 
may decide certain residual but important questions of policy; 
his personal reputation may be a large factor in attracting business; 
his personal credit may be important in securing the funds necessary 
to carry on the venture. All these are conditions bearing upon 
business success; and the dividends paid the proprietor in such a 
case may be said to cover remuneration for these services as well 
as a return on the capital invested per se. 

The economic significance of net proprietary income, then, 
varies between enterprises according to the nature of the function 
performed by the proprietors. At one extreme is the stockholder 
who furnishes funds but no personal services beyond filling out a 
proxy for the annual meeting of stockholders; at the other extreme 
is the proprietor of a small retail establishment who works fifteen 
hours per day at his business, not only carrying the burden of 
general management but furnishing a large part of the necessary 
labor services as well. Net income in the first case is largely 
interest and profits on capital invested; in the second case net 
income includes an important element of wages. 

The owners invest their funds in a variety of commodities and 
services. ‘The combination of these commodities and services with 
their own efforts results in a salable product. The cost of producing 
this product is the expiration of the purchased commodities and serv- 
ices. This is the accountant’s “expense.” The deduction of 
this expense from gross revenue leaves the net operating revenue. 
Against this balance must be charged all interest accruing in favor 
of the various creditors. The remaining figure is net income to 
the proprietors. Ignoring the problem of taxes, this statement 
roughly describes the process in which the accountant is interested. 
The final figure is the share going to the proprietors; and to charge 
any part of this share against gross operating revenue would obscure 
the real situation. The owners do not purchase their own personal 
efforts any more than they do their own capital services. To 
charge revenue with the estimated value of the services of the 
principal owners, then, is much the same in principle as charging 
revenue with proprietary interest and true profits. Proprietary 
income is composed of various elements, but none of them belong 
in the expense category. 
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The values of proprietors’ services are, of course, a part of the 
economist’s ‘‘cost of production.” But so are interest and profits, 
at least at the margin. The economist is concerned with a whole 
market situation; the accountant is dealing with specific concerns. 

Even before the advent of income and excess-profits taxes some 
accountants were urging that revenue should be charged with an 
adequate allowance for the salary of the proprietor or proprietors 
and with a reasonable interest allowance on the investment. The 
inclusion of an estimated interest charge on investment as an 
operating expense is an idea which has been pretty thoroughly 
exploded for some time. The consensus of opinion among pro- 
fessional accountants has always been opposed to this procedure; 
and the Bureau of Internal Revenue refuses to admit its propriety. 
The argument with respect to proprietary salary allowances is 
perhaps not so clear, but it can be made along the same lines. In 
sole-proprietorships, partnerships, and incorporated partnerships, 
where the viewpoint of the accountant must be essentially that of 
the proprietor’s, the charging to expense of an estimated allowance 
for the personal services of the principal owners means essentially 
the transfer of an item of net proprietary revenue into the expense 
classification. Ifa concurrent credit is made to some other revenue 
account, as has been sometimes advised, the final effect upon the 
net-income figure is nil and the procedure is thereby shown to be 
fictitious. If the proprietors’ personal or capital accounts are con- 
currently credited with the amount of the salary charges, this means 
that an item of earnings has been transferred bodily from gross 
revenue to capital without appearing anywhere as an item of net 
income, and certainly any procedure of this sort is questionable. 
The proprietor may, of course, actually draw in cash from time to 
time the exact amount of his salary allowance (although this is 
rather unusual in sole-proprietorships and partnerships); but if 
the amount of this withdrawal is a charge against gross rather than 
net income there is nowhere shown in one figure the total of net 
earnings available for the proprietors. 

Instead of clarifying the situation for the owner this sort of 
accounting is likely to mislead him. The proprietor of a business 
wisnes first to know what he has made, the net result of his efforts 
and capital. If he then cares to attempt to divide this net result 
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into its important economic elements, this is an entirely rational 
procedure, although there is a question as to the advisability of 
giving formal effect in the accounts to such division. If entries 
are made at éhis point (i.e., if net rather than gross income is 
charged), to appropriate as it were the various important elements 
of the proprietor’s share, no one is likely to be misled. The pro- 
prietor’s position in the situation is shown more clearly than if a 
part of the net increase in his ownership is charged to operating 
expense. 

‘The point is of importance, of course, particularly in the case 
of sole-proprietorships and simple partnerships. A corporation 
is a legal entity, and in the case of the open corporation the pro- 
prietor as an employee of the company may be viewed as an 
outsider, while the proprietor as an owner furnishing capital consti- 
tutes a part of the corporate membership. Further, in such cases 
the management is likely to be intrusted to people who actually 
are outsiders, or are at any rate only minor stockholders. In 
other words, in the open corporation the proprietor is primarily 
an investor and furnishes little in the way of personal services. 
Any services he does furnish are purchased by the corporation as 
from one who furnishes no funds whatever. In the close corpora- 
tion, on the other hand, the corporate entity has less significance; 
and in cases where the principal owner manages the business it is 
highly fantastic to say that the business buys the servite of the 
proprietor and that his wage is thereby an expense. For ordinary 
purposes the accounts are kept on a more substantial basis if such 
allowances—if made on the books in any form—are treated as 
distributions of net earnings. 

The foregoing discussion ignores ithe problem of income and 
excess-profits taxation. As stated in the preceding section such 
taxes are designed as levies, not upon proprietary net income as 
such regardless of the type of organization and the functions 
furnished by the proprietor, but upon a particular element in 
proprietary income—the return to capital. When, in 1917, the 
rates on corporations were made higher than the rates on indi- 
viduals, and, in addition, taxes were levied on ‘‘excess’’ business 
profits, it became necessary to put the proprietors in different situa- 
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tions upon roughly the same footing by permitting a deduction 
for tax purposes equivalent to a reasonable compensation for 
personal services rendered. This situation, as stated at the outset 
of this article, tends to modify accounting procedure in that it 
develops the practice of charging proprietors’ salaries to expense 
even in cases where the proprietors must set their own compensa- 
tion. 

When this practice is fully carried out taxable net proprietary 
income is restricted roughly to a return on capital—interest and 
profits—in all cases. This condition, while perhaps not vicious, 
is in a measure unfortunate from the accounting standpoint. It is 
not the function of accounting to iron out the economic differences 
between net proprietary incomes in various cases any more than it 
is the function of accounting to equalize net income between years 
in a particular case by juggling depreciation charges and resorting 
to other expedients. The accountant deals with conditions in the 
specific concern, and endeavors to follow asset values and the dis- 
tribution of ownership in the same among the proprietors and other 
interests having equities. Net income will naturally contain differ- 
ent elements in different cases, the nature of this figure depending 
entirely upon relationships in specific cases. Just as rates of net 
income to investment vary sharply between businesses, so do the 
economic elements of which this balance is made up. It is the 
function of the accounts to register these peculiarities, not to 
obscure them. 

It would be possible to exclude proprietors’ salary allowances 
from operating-expense charges and still organize the financial 
statements in such a way as not to disturb the integrity of the 
accounts as a support to the tax return. Ordinary operating 
expenses could be charged to gross revenue as usual, leaving net 
operating revenue. From this figure (plus any other income) 
could be deducted all ordinary tax accruals, interest charges, and 
any net losses. The balance would be net proprietary earnings, 
ignoring income and excess-profits taxes. From this sum should be 
subtracted the allowance for proprietors’ salaries, and the result 
would be net taxable income. In other words, proprietors’ salaries 
cam well be deducted for tax purposes without considering such items 
as operating expense. 
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In certain cases the proprietors of close corporations may not 
wish to withdraw large sums of cash from the business as salaries. 
Indeed, there may be insufficient cash available for this purpose; 
and the principal owners would doubtless feel in these circumstances 
that it would be a rather silly procedure for the company to borrow 
money to pay them salaries. In such cases the amounts deducted 
for tax purposes would of course be credited to the proprietors’ 
personal accounts—whether the concurrent charges were to gross 
or net earnings—and these balances would be considered not 
proprietary items but liabilities. If such amounts were never 
withdrawn, but were allowed to remain as new investment, they 
would evidently lose their character as liabilities and become a 
part of total proprietorship. If salaries were credited in exact 
proportion to stockholdings such balances could be transferred to 
surplus in the same manner as items of undivided profits; in all 
other cases it would be virtually necessary to issue new stock to the 
various proprietors covering the salary allowances left in the busi- 
ness. Such stock could not be considered a stock dividend for 
tax purposes, of course, as it would be based upon an. item of 
earnings exempt from tax. ‘The situation is essentially the same 
as it would be if the proprietors actually withdrew their salary 
allowances, and then later reinvested the same amounts. 

As stated above, sole-proprietors and partners are taxable under 
the act of 1918 only in their individual capacities, so that the setting 
up of artificial transactions recording proprietary salaries in such 
cases is no longer of importance, at least so far as tax returns are 
concerned. In close corporations proprietors must continue to 
make such allowances for tax purposes, and the tendency will be 
to include such items among expenses in the accounts. Such 
accounting transactions can be considered reasonable by a rigid 
adherence to the viewpoint of the corporate entity, even if the 
proprietor in essence votes his own salary; but the more or less 
artificial character of such transactions should be recognized by the 
accountant, and there are some reasons at any rate for omitting 
these items from the operating section of the income sheet. 
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Richard Cobden, The International Man. By J.A.Hosson. With 
a photogravure and other illustrations. New York: Henry 
Holt & Co., 1919. Pp. 419. 

Mr. Hobson has here grouped under a very pleasing succession of 
chapter headings a series of letters of Richard Cobden, for the most 
part hitherto unpublished. These letters, further, have this also in com- 
mon: they bear chiefly upon British foreign policy during the Palmer- 
ston period, and have been selected with the purpose of showing Cobden’s 
sympathy with the principles that underlie the current international 
movement. They have been taken mostly from the correspondence of 
Cobden with Charles Sumner and with Rev. Henry Richard, for many 
years the active secretary of the British Peace Society. With an un- 
important gap here and there, the letters form a continuous and searching 
commentary upon the Imperial policy of these years; and are particularly 
valuable in presenting the views of a genuine Liberal of the mid-Victorian 
era, in contrast with the spurious Liberalism of the Palmerston-Russell 
type. 

Besides noting a few errors, mostly in dating letters, and obviously 
slips of the proofreader, author and printer have left little for the reviewer 
to offer in the way of criticism. One question, however, may be fairly 
raised: Has the title of the book been happily chosen? In these latter 
days the most of us are more or less “international’’ in our sympathies. 
But unfortunately the term has got into bad company of late—has been 
appropriated, in fact, by a group of impossible people who have dwelt 
so much upon duties that are far that they have lost touch with duties 
that are near, and have permitted their wits to be wafted away by their 
sympathies with other peoples, to the extent of denying their own nation 
and its claims to individual service and obedience. This certainly Cob- 
den was not: and the author, furthermore, disclaims any intention of 
finding a place for Cobden in this group; in fact takes nearly a whole 
chapter to prove that Cobden was not an “international” in the current 
sense. Why select a title, then, that requires so much paring down 
and is, to say the least, misleading? Certainly there is nothing in these 
letters that so much as looks in the direction in which the latter-day 
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“international man” is traveling. On the contrary Cobden appears 
here quite the same consistent, thoroughgoing, logical individualist of 
the laissez faire school with which the pages of Morley have already made 
the reading public familiar. He is here training his guns upon questions 
of British foreign policy, but they are the same old guns, and the gunner 
is firing from the same old angle. He believes that generally govern- 
ments have made a mess of things by interfering in the relations of men 
and nations. This does not mean that he did not believe in govern- 
ment; but thoroughgoing and logical democrat as he was, he would limit 
the function of government to holding the ring; in other words seeing 
fair play, while in the natural competition of trade nations as well as 
individuals fight out their destinies and learn to love each other. He 
does not approve of the British wars of his time. He has no respect 
for the great saber-rattling premier. He regards him as not simply a 
blustering egotist but a fake. In his pretense of leading the Liberals 
of his day, he is a mountebank who deceives the people; he is a double- 
face, who looks one way while he moves another. Cobden was especially 
bitter over the Crimean War and the Sepoy Mutiny. To him either 
was unnecessary and could have been avoided by honest and sincere 
diplomacy. The Chinese War was the result of “Sir John Bowring’s 
monomania for entering the gates of Canton with cocked hat and 
feathers (p.”’ 217). Yet Cobden was by no means a “peace-at-any-price”’ 
statesman. He believed that there were occasions when war was jus- 
tified; for instance when he speaks approvingly of the American Civil 
War as justified by the abolition of slavery. Further, even in case of 
a war of which his conscience could not approve, he declared that when 
once war had begun, as a citizen it was his part to be silent. 

If Cobden had an obsession it was in his confidence in free trade 
as a panacea for the world’s ills. He expected free trade not only to 
end the social dislocations of his own country, but if the great nations 
of the world could be persuaded to adopt it, free trade would end all 
international quarreling and usher in the era of world-peace. Thus he 
wrote to his friend, M. Arles Dufour, in December, 1857: “Free trade 
is God’s diplomacy and there is no other certain way of uniting people 
in the bonds of peace” (p. 246). He can even give a mild approval to 
Henry Ashworth’s confidence in the “ledger as a better peace-maker 
than the Bible” (p. 266). 

Otherwise, as revealed in these letters, Cobden seems remarkably 
sane and modern. Some of his strictures upon men and measures are 
almost prophetic. England was making a sad, bad blunder in shoulder- 
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ing responsibility for Turkey’s good behavior (p. 182). Some day she 
would be ashamed of it, and “from shere self-respect must abandon her 
Turkish policy.” She was making another blunder in her efforts to 
find common ground with Austria, or in encouraging Austria as a make- 
weight in the balance against Russia. Austria had never proved other 
than a “hindrance to its allies and a treacherous friend of liberty.” On 
page 178 he writes: “First and foremost in all continental intrigues and 
diplomatic embroglios is the foreign office of this country,” And again 
(p. 189) he declares: “The government of Austria is and has been for 
generations, remarkable for cruelty and cold-blooded treachery, the 
result of cowardice, owing to its really precarious hold upon the people. 
In my judgment the government has been a nuisance to the cause of 
progress and freedom in Europe, . . . . and, What is it that perpetuates 
and will continue to sustain such a despicable rule? Why the state 
system of Europe which goes under the name of the Balance of Power.” 
German influence upon English public policy, in 1856, he regards as neg- 
ligible: just one of Palmerston’s “bugaboos”’ to frighten reluctant voters 
back into line (pp. 185 and 186). Yet seven years later Cobden’s eyes 
are beginning to open to the real significance of German ambition as 
revealed in “the Schleswig-Holstein grab.” He writes: “Is it certain 
that these mild and visionary Teutons may not after all put Europe 
in flames? They are mad about Schleswig..... If Germany pre- 
cipitates itself upon Denmark, there will be something come of it on the 
Rhine, Danube, and Mincio. And so completely will be the sympathies 
of England and Europe on the other side, that it is not easy to say what 
may not come of it”’ (p. 320). 

We could hardly expect such a clear-eyed observer as Cobden to 
have much confidence in the friendly approaches of Napoleon III. Nor 
was he deceived for a single minute. Napoleon himself labored under 
no delusion. He heard the thunders rumbling beneath his feet, nor 
did he, like the later William II, ever mistake them for the echoes of 
his own tread. He needed friends, particularly the friendship of Eng- 
land. But to Cobden, Napoleon in his turn would never prove any- 
thing but a treacherous ally, simply because of the man’s fundamental 
lack of moral courage, which must land him ultimately upon the rocks. 
But if Napoleon could not be trusted, the French people would prove 
to be the real friends of England. It is in one of Cobden’s letters to 
M. Chevalier, in conducting the negotiations which were to lead up 
to the famous reciprocity treaty of 1860, that we first hear of an entente 
cordiale as the most sound and lasting basis of a real alliance between 
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the French and the English (p. 244). In the same spirit, also, in his 
letters to Sumner, he is ever dwelling upon the importance of cultivating 
the mutual friendship of English and Americans. He regrets the Mason- 
Slidell affair; he regrets the blockade of southern ports; but not more 
than he regrets the Alabama affair or the constant rattling of Palmerston’s 
saber. The future happiness of the world lies in the friendship of the 
English, American, and French peoples. 

Yet modern as is this outlook upon British foreign policy, there 
is nothing in these letters that even so much as hints that Cobden was 
in sympathy with the current positive propaganda of international co- 
operation, or would be were he alive today. Like other good men of 
his time he could oppose factory laws, and in fact most other proposals 
for the state regulation of industry; he could even oppose all provision for 
the enforcement of public sanitation or education. His views on trade 
unions would delight the heart of Judge Gary: “They were founded,” 
he declares, “upon principles of brutal tyranny and monopoly” 
(p. 392). Political democracy he accepted. He was in full sympathy 
with its aims as interpreted by most of the great Liberal leaders of his 
day. Of an international democracy, also, to be brought about by the 
universal acceptance of free trade, he had caught a vision; but of an 
economic democracy as the necessary premise of an adequate political 
democracy, he had no conception. 

To Cobden, human society was a comparatively simple organiza- 
tion. It consisted of an aggregation of individuals who would trade 
with each other, and be upon terms of mutual amity and eternal friend- 
ship, if only their governments would keep their clumsy hands off. He 
had no grasp of the infinite complication of social organism, the fathom- 
less complex of overlapping interests, the despair of the modern inter- 
nationalist, who, to secure the freedom of the individual, would wreck 
the old machine altogether. In Cobden’s simple program of establishing 
world-peace and world-amity by removing all government restrictions 
upon trade and free intercourse between nations, there is nothing of 
this bitter hostility to the existing order. 

Even in its milder form, as expressed in the idea of the League of 
Nations, it may be questioned whether internationalism, even of this 
innocuous kind, would have appealed to Cobden. The laissez faire 
policy which he applied to domestic problems with such remorseless 
logic that at times he seems heartlessly indifferent to the sufferings of 
the poor, and the weak, and the helpless, certainly finds its analogue, not 
in the League’s proposal to protect the boundaries of weak states against 
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the strong, or to enforce peace upon the quarrelsome, but rather in the 
negative policy of latter-day statesmen of the Lodge-Borah type. The 
reviewer, at all events, after a careful reading of these letters, can find 
nothing to show that Cobden believed that some form of international 
organization was desirable, or that some function of intervention and 
co-operation on the part of the leading states for the protection of their 
weaker sisters from exploitation should be recognized in the interest 
of all. All of Cobden’s thinking, in fact, was leading him in just the 
opposite direction. Intervention in any guise he feared. Above all, 
the attempt to justify it upon moral or altruistic grounds he hated as 
the last trick of the devil in leading well-meaning people astray, in giving 
self-seeking governments their clue. 

Whatever the reader may think of the title, however, the vital in- 
terest of these letters is unquestioned. They constitute a running com- 
mentary, made by an unusually shrewd and wise observer, and soundly 
patriotic as well, upon the men and methods of English public life of 
the mid-Victorian era. The author has purposely avoided giving much 
space to the era of the Corn Law Agitation, for Cobden’s correspondence 
during this redoubtable struggle has already been well sifted out by 
others. An entire chapter, however, is given to the correspondence 
with Sumner during the period of the American Civil War. Although 
several of the more significant of these letters have already been pub- 
lished in the American Historical Review, the entire collection has never 


before been printed. 
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The Arbitral Determination of Railway Wages. By J. NOBLE 
STOCKETT, JR. Houghton Mifflin Co., 1918 Pp. 193. 
$1.50 net. 

Political economists have for a long time wanted to apply the 
so-called principles or economic laws of wages to the adjustment of 
industrial-wage disputes. At the same time industrial arbitrators have 
complained that political economy has produced no such law or principle 
which they could use. From an analysis of the briefs and decisions of 
public arbitral boards concerned with the adjustment of railway disputes 
in the United States and Canada, Mr. Stockett has attempted to derive 
and to weigh the various wage principles. The task which the author 
has set himself is manifestly one of considerable difficulty, but he has 
performed it as well as the inherent complexities of the problem permit. 
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His exposition is a rare example, in this kind of writing, of clearness and 
good order. 

Arbitral wage awards have, Mr. Stockett finds, been in the main 
unsatisfactory because they rest upon compromise. A compromise 
award leaves a residue of dissatisfaction to both parties, since, by its very 
nature, it does not accept wholly the contention of either. Nor does 
it make new proposals whose merits may be discussed and perhaps 
accepted. Nevertheless, 2n analysis of the record of the proceedings 
of railway arbitration boards brings to light a few wage principles which 
directly or indirectly influenced the final wage awards. These principles 
are expressed in the terms “standardization,” “subsistence,” “standard 
of living,” “cost of living,” and “productive efficiency.” 

Regarded as a description of the nature and weakness of the process 
of wage arbitration, the study has a distinct value. Its positive contri- 
bution to the solution of the problems involved in wage disputes is, 
however, doubtful. Whatever weakness in analysis and in application 
is here found is not peculiar to Mr. Stockett’s study but is frequently 
met in the attempt to apply economic “laws” to specific social 
issues. In such issues moral as well as scientific “principles” are 
involved and the two are regularly confused. When, for instance, 
wages are adjusted in accordance with the standard-of-living principle, 
they are so determined, not because that principle has exclusive scientific 
validity, but because it has acquired, in the light of current conceptions 
of justice and progress, a high degree of ethical sanction. The principle 
of specific productivity, on the other hand, even if there were such a 
thing and it were measurable, might easily fail completely as the basis 
of wage awards if its effect were to depress the standard of living. In 
the case of the principle of the cost of living, the situation is even more 
complicated by reason of its employment on some occasions as a moral, 
and on others as a scientific, principle. In its scientific form it is the 
basis of the sliding scale of wages. This system assumes a functional 
relation between wages and prices. Wages would rise, accordingly, 
when prices or the cost of living rose, and wages would fall when prices 
or the cost of living fell. Elsewhere, however, and just as frequently 
the cost-of-living principle means something quite different. It is there 
used as a means of determining a new level to which existing wages 
should be permitted to rise. Once that level is reached, no change will 
be countenanced until the opportunity or the occasion for a further 
increase is at hand. In the first instance the cost of living is used as a 
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scientific principle; in the second, it is used as a moral rule. Scien- 
tifically, wages may be depressed by its application, but where there 
is strong moral objection against depressing wages some other scien- 
tific principle has to be invoked. 

In view of these observations, it is hard to see how these “principles” 
do as such actually meet the needs of arbitral boards. They want in 
reality some simple, mathematical formula which can be applied to any 
particular dispute and which would act as an automatic wage adjuster. 
The utility of such an instrument is not to be denied. And it is con- 
ceivable that one of the fruits of a long and concentrated speculation 
on the nature and magnitude of the economic forces that operate in the 
market will be a formula containing only one unknown quantity. 
Whether it will ease the burdens of the arbitrators is another question, 
for there are many points at which the implications of the formula and 
the simple dictates of justice will clash. 

The danger in a search for wage principles of the kind with which 
this monograph and others have been concerned is that it elevates what 
principles there are to positions of dignity and authority which their 
intrinsic merit does not warrant. It is indeed a healthy optimism 
which leads to the conclusion that a wage settlement expressly based on 
economic laws of wages will be received with greater favor by the disput- 
ing parties than a compromise award. The task of industrial arbitration 
is not facilitated by the discovery of formulas which are labeled principles 
and which are then applied. No formula can function as a “principle”’ 
except by common consent, and common consent is itself the resultant 
of compromise. This consent must be won by proof. Economic laws 
of wages as we know them are not proved. Indeed, they are not only 
not supported by sound evidence, but they rest upon postulates regarding 
the conduct and state of industry which may or may not be true, but 
which, at any rate, are frequently and freely challenged. 

It is not at all clear, finally, that the lack of definite laws of wages 
hinders prompt and satisfactory adjustment of wage disputes. It is 
rather ignorance of the basic facts concerning the levels and movements 
of wages and profits that constitutes one of the great gaps in our arbi- 
tration machinery. And of even greater significance is the necessity of 
admitting into the evidence in future wage quarrels statements of the 
influence on wages of the organization and conduct of specific industries. 
In the contemporary settlement of wage disputes in coal-mining and rail- 
transportation industries emphasis is placed, not only upon comparative 
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wage rates and upon the relation between the changes in wage rates and 
in the cost of living, but also upon the effect of industrial organization 
upon wages. For after all, when wages have been adjusted again and 
again, the final adjustments will depend on industry’s ability to pay, 
and to pay under certain conditions. It is precisely in the knowledge 
of what industry can afford to pay, however, that applied economics is 


most barren and economic theory most futile. 
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